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F-: Z? :jc ARIZONA WATER COMPANY 

Vice President and General Counsel 
3805 N. Black Canyon Highway 2 ~ ~ 4  SEP - 3: 25 
Phoenix, Arizona 8501 5-5351 
TeleDhone: (602) 240-6860 

Robert W. Geake (No. 009695) - L u  2 L, 

\ I  

FENNEMORE CRAIG . ...._ 
A Professional Comoration 
Norman D. James (No. 006901) 
Jay L. Shapiro (No. 014650) 
3003 North Central Avenue 
Suite 2600 
Phoenix, Arizona 85012-2913 
Telephone: (602) 916-5000 

Attorneys for Arizona Water Company 

SEP 0 8 2004 

DOCKETED BY - 
W-01445A-04-0650 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION ) DOCKET NO. W-01445A-04- 
OF ARIZONA WATER COMPANY, AN ) 
ARIZONA CORPORATION, FOR 1 

) ADJUSTMENTS TO ITS RATES AND APPLICATION 

i CHARGES FOR UTILITY SERVICE 

AND FOR CERTAIN RELATED 
FURNISHED BY ITS WESTERN GROUP ) 

1 
APPROVALS 1 

Arizona Water Company, an Arizona corporation (the “Company”), hereby applies for an 

order approving certain adjustments to its rates and charges for utility service provided by the 

Company’s Western Group, which includes five separate water systems in Arizona, and in 

support thereof, states as follows: 

1. The Company is an Arizona corporation engaged in providing water for public 

purposes in portions of Cochise, Coconino, Gila, Maricopa, Navajo, Pima, Pinal and Yavapai 

Counties, Arizona, pursuant to certificates of public convenience and necessity granted by the 

Arizona Corporation Commission (the “Commission”). At the present time, the Company 

operates 18 water systems that serve approximately 72,000 customers. 

2. The Company’s central business office is located at 3805 North Black Canyon 

Highway, Phoenix, Arizona 85015-5351. Its mailing address is Post Office Box 29006, Phoenix, 
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Arizona 85038-9006, and its telephone number is (602) 240-6860. The Company’s President and 

primary management contact is William M. Garfield, who is responsible for supervising the day- 

to-day operations of the Company. 

3. The person responsible for overseeing and directing the conduct of this rate 

application is Ralph J. Kennedy, the Company’s Vice President and Treasurer. Mr. Kennedy’s 

office and mailing addresses are the same as those set forth in the previous paragraph. 

Mr. Kennedy’s telephone number is (602) 240-6860, Ext. 170; his telecopier number is (602) 

240-6874. All discovery, data requests and similar requests for information concerning this 

Application should be directed to Mr. Kennedy, with a copy to undersigned counsel for the 

Company. 

4. In this Application, the Company seeks adjustments to its rates and charges for 

utility service for the Company’s Western Group, which currently includes five water systems 

serving 20,266 customers at December 3 1,2003. The Commission has previously authorized the 

Company to implement and utilize a “group concept” for filing rate applications in order to, 

among other things, simplify processing of the application and increase administrative 

efficiency. See Decision No. 58120 at 33-34 and 39. See also Procedural Order (August 1, 

1995) issued in Docket No. U-1445-91-227. The Company also recently concluded a general 

rate case involving its Eastern Group systems. Decision No. 66849 (March 19,2004). 

5. The Company’s present rates and charges for utility service for the Western Group 

systems were approved by the Commission in Decision No. 58120 (December 23, 1992). The 

test year used in that proceeding was the 12-month period ending December 3 1, 1990. Thus, this 

is the first general increase in rates and charges requested by the Company for the Western 

Group systems since its existing rates and charges for these systems were approved in Decision 

No. 58120, which rates became effective on January 1, 1993. 

6. Revenues from the Western Group’s utility operations are presently inadequate to 

provide the Company a just and reasonable rate of return on the fair value of the utility plant and 

property used to provide service to customers served by the Western Group. The Western 

Group’s rate base has increased substantially since the Company’s previous rate proceeding, and 
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the Company is annually adding additional utility plant to each water system within the Western 

Group in order to ensure safe and reliable water service to its customers. Accordingly, the 

Company requests that certain adjustments to its rates and charges for utility service rendered by 

its Western Group water systems be approved by the Commission so that the Company may earn 

a just and reasonable rate of return on the fair value of its utility plant and property. 

7. Filed herewith as a separately bound exhibit are the schedules required pursuant to 

A.A.C. R14-2-103 for the rate applications by Class A water utilities, with the exception of 

the schedules labeled "G" (cost of service analysis). The latter schedules have been omitted 

because the Company does not charge different rates to different classes of customers, and, 

as a consequence, the Commission has indicated that a cost of service study need not be 

filed. See Procedural Order (August 1 , 1995) issued in Docket No. U-1445-91-227. In addition, 

in the recently concluded Northern and Eastern Group rate cases, Decisions No. 64282 

(December 28, 2001) and 66849 (March 19, 2004), respectively, a cost of service study was not 

required. The test year utilized by the Company in connection with the preparation of such 

schedules is the 12-month period that ended December 31,2003. It is the most recent 12 month 

period for which audited financial statements are available. The Company requests that the 

Commission utilize such test year in connection with this Application, with appropriate 

adjustments for utility plant that has been completed and placed in service as detailed in said 

schedules, and appropriate adjustments for known and measurable changes in the Company's 

operating expenses to obtain a normal or more realistic relationship between revenues, expenses 

and rate base. The Company will stipulate that the Commission may use the Western Group's 

original cost rate base as its fair value rate base for the limited purpose of setting rates in this 

proceeding' 

8. During the test year, the Company's Western Group, on a combined basis, had 

adjusted gross revenues of $10,675,355, adjusted operating income of $1,462,933, and adjusted 

net income of $977,262. The Western Group's adjusted original cost rate base was $29,416,615. 

In so stipulating, the Company does not intend to imply that the value of its Western Group's utility plant, property 
and other rights are equal to its original cost rate base in other contexts or for other purposes. 3 
U~\RATECASEU004\CORRESPONDENCE\APPLICATIONSJOC 
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Thus, the rate of return on original cost rate base for the adjusted test year was only 4.97%. The 

Company submits that this rate of return is inadequate to allow the Company to service its debt, 

pay a reasonable dividend to its stockholders, maintain a sound credit rating, and enable the 

Company to attract additional capital on reasonable and acceptable terms in order to continue the 

necessary investment in utility plant and to adequately serve customers within its Western 

Group. 

9. The Company is requesting an increase in Western Group revenues equal to 

$2,654,053, which constitutes an increase of 25.3%. The adjustment to the Company’s rates and 

charges that it is proposing will produce a rate of return on the original cost rate base of the 

Western Group equal to 10.5% 

10. In addition to experiencing an inadequate return on its Western Group’s rate base, 

the Company is facing dramatic increases in its level of investment in utility plant as a result of 

regulatory changes beyond the Company’s control. The United States Environmental Protection 

Agency has adopted a maximum contaminant level (“MCL”) for arsenic in drinking water that 

will reduce the permissible MCL for arsenic from 50 parts per billion (“ppb”) to 10 ppb, 

effective January, 2006. The Company will be forced to construct new treatment facilities to 

comply with the new MCL for arsenic, and will also experience significant increases in operating 

expenses relating to arsenic removal and waste disposal. In particular, the Company will need to 

design, finance, construct and operate as many as 16 water treatment plants to comply with the 

new MCL for arsenic for its current sources of supply, at a total capital cost estimated at $13.6 

million, which costs will vary among the Western Group systems, with annual operation and 

maintenance expenses estimated at $2.1 million. 

1 1. In order to recover its capital costs and additional operating expenses caused by this 

regulatory change, and to maintain the Company’s financial viability and ability to continue to 

provide a high level of water service to its Western Group customers in the process, 

the Company is proposing the adoption of an arsenic cost recovery mechanism in this case. 

In the Northern and Eastern Group rate cases, Dockets No. W-1445A-00-0962 and 

W-01445A-02-0699, the Commission approved an arsenic cost recovery mechanism that is now 
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in place for the systems in both groups. The Company is proposing the adoption of a similar 

arsenic cost recovery procedure with certain timing modifications in this case. 

12. Filed concurrently in support of this Application is the Direct Testimony of the 

following persons: William M. Garfield (Company’s rationale for its application for rate 

adjustments, Company’s planned use of CAP water, pending arsenic treatment program, 

identification of significant business risks facing the Company in Arizona); Ralph J. Kennedy 

(overview of the filing, post-test year plant additions, modified arsenic cost recovery mechanism 

for the Western Group, change in depreciation methodology required by Decision No. 64282, 

purchased power and purchased water adjustment mechanisms, weighted cost of capital, 

proposed new rates and discussion of the effects of those rates on customer bills); Michael J. 

Whitehead (construction planning and budgeting process for plant additions and improvements); 

Richard W. Henderson (storage tank maintenance, chlorination operating and maintenance costs, 

water sampling); Sheryl L. Hubbard (development of rate base, working capital requirements, 

net operating income for the Western Group water systems for the historical twelve month period 

ended December 31, 2003, and calculation of the associated increase in gross revenue 

requirement of each system); and Thomas M. Zepp (cost of equity capital). This direct 

testimony is contained in a separately bound volume filed concurrently with this Application. In 

addition, to assist the Utilities Division in evaluating this Application and to minimize discovery, 

the Company has provided the Utilities Division with copies of the Company’s bill analysis. 

WHEREFORE, the Company requests the following relief: 

A. That the Commission, upon proper notice and at the earliest possible time, approve 

permanent adjustments to the rates and charges for water service provided by the Western 

Group systems’ rate schedules, as proposed by the Company herein, or approve such other rates 

and charges as will produce a just and reasonable rate of return on the fair value of the Western 

Group’s utility plant and property; 

B. That the Commission authorize the Company to establish a methodology under 

which the Company would be permitted to implement rate adjustments or surcharges to recover 
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the additional capital costs and/or operating expenses resulting from the construction and 

operation of facilities to remove arsenic and dispose of wastes; and 

C. That the Commission authorize such other and further relief as may be appropriate 

to ensure that the Company's Western Group has an opportunity to earn a just and reasonable 

return on the fair value of its utility plant and property and as may otherwise be required under 

Arizona law. 

RESPECTFULLY SUBMITTED this 8% day of ~ f t ~ m ~  I 2004. 

ARIZONA WATER COMPANY 

By: 2&4 G A  
Robert W. Geake 
Vice President and General Counsel 
ARIZONA WATER COMPANY 
Post Office Box 29006 
Phoenix, Arizona 85038-9006 

Norman D. James 
Jay L. Shapiro 
3003 North Central Avenue 
Suite 2600 
Phoenix, Arizona 85012 
Attorneys for Applicant 
Arizona Water Company 

An original and thirteen (1 3) copies of the foregoing, 
together with the separately bound schedules 
and direct testimony su porting this Application, 
were delivered this $4 day of s ~ t e r n p p  , 2004 to: 

Docketing Supervisor 
Docket Control Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

A copy of the foregoing together with the separately 
bound schedules and direct testimony su porting 

of sepz ern b 
this Application, were delivered this 8% K day 

, 2004 to: 
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Ms. Lyn Farmer 
Chief Administrative Law Judge 
Hearing Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Mr. Ernest G. Johnson, Director 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Christopher Kempley, Chief Counsel 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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3. 

4. 

2. 

\. 

ARIZONA WATER COMPANY 

Direct Testimony of 

William M. Garfield 

Introduction and Qualifications 

WHAT IS YOUR NAME, EMPLOYER AND OCCUPATION? 

My name is William M. Garfield. I am employed by Arizona Water Company (the 

“Company”) as President. 

PLEASE DESCRIBE YOUR WORK EXPERIENCE, EDUCATIONAL 

BACKGROUND AND PROFESSIONAL AFFILIATIONS. 

Since my initial employment with the Company in February 1984, I have held the 

positions of Engineer, Senior Engineer, Operations Manager, Vice President of 

Operations, and currently hold the position of President, which I have held since 

July 18, 2003. 

I completed my undergraduate work at Southern Illinois University at 

Carbondale and received a Bachelor of Science degree with honors in Thermal 

and Environmental Engineering. I have taken post-graduate course work at 

Arizona State University in Civil Engineering, including coursework in hydrology, 

water and wastewater treatment and statistics. I am a member of Tau Beta Pi, a 

national honorary engineering society. 

I am a member of the American Water Works Association, the Arizona 

Water and Pollution Control Association and serve on the American Water Works 

Association’s Water Meter Standards Committee. I have been active in numerous 

water industry stakeholder groups with the Arizona Department of Environmental 
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II. 

Q. 

A. 

111. 

Q. 

A. 

Quality (“ADEQ”), the Arizona Department of Water Resources (“ADWR”) and the 

Central Arizona Groundwater Replenishment District (“CAGRD”). I serve on the 

Company’s Board of Directors, the Board of Directors of the Water Infrastructure 

Finance Authority of Arizona (“WIFA), and the Board of Directors of the Water 

Utilities Association of Arizona (“WUAA”) as well as serving as WUAA’s Vice 

President. I also serve as Chairman of the Water Management Subcommittee of 

the Pinal Active Management Area (“Pinal AMA) Groundwater User Advisory 

Council (“GUAC”). 

Purpose and Extent Of Testimonv 

WHAT IS THE PURPOSE AND EXTENT OF YOUR TESTIMONY? 

The purpose of my testimony is to (1) explain the Company’s rationale for its 

application for rate adjustments; (2) discuss the Company’s planned use of Central 

Arizona Project (TAP”) water; (3) describe the Company’s pending arsenic 

treatment program; and (4) identify significant business risks facing the Company 

in Arizona. 

Summaw of Companv’s Rate Case 

WHAT IS THE BASIS FOR THIS RATE APPLICATION? 

The Company has made significant investment in plant additions for its Western 

Group water systems since its last general rate application, which was based on a 

1990 test year. Since 1990 there has been a net increase in gross utility plant of 

more than $35 million in the Company’s Western Group. In addition, the 

Company’s operating and maintenance expenses have increased during this time. 

Because of these two factors, the current revenues produced by the Western 

Group water systems are insufficient to cover the Company’s expenses and 

I:\RATECASEUOO4\lESTlMONnOARFIELD\FINAL-OWl M-RJK.DOC 3 
VMG:MCM:JRC 11538 9/1/04 



I 
I 1  

I ’  
1 4  

3 

5 

‘ 6  

I ’  
8 

1 9  

I l2 

10 

I 11 

13 

I 14 

15 

I 16 

I l7 
18 

I 19 

20 

I 21 

I 22 
23 

I 24 

IV. 

Q. 

A. 

Q. 

A. 

provide a reasonable return on the Company’s rate base. In order to allow the 

Company to earn a rate of return of 10.5%, the Company is requesting a revenue 

increase of 25.3% in this case. By comparison, inflation has increased more than 

38% during this same time period. 

The Company’s Plans To Use CAP Water 

WOULD YOU IDENTIFY WHICH WESTERN GROUP WATER SYSTEMS HAVE 

SUBCONTRACTS FOR CAP WATER AND IN WHAT QUANTITIES? 

Yes. The Company holds CAP subcontracts with the Central Arizona Water 

Conservation District for allocations of CAP water for White Tank, 968 acre feet 

per year; Coolidge, 2,000 acre feet per year; and Casa Grande, 8,884 acre feet 

per year. 

WHAT ARE THE CURRENT USES OF CAP WATER IN THESE THREE 

SYSTEMS? 

Currently, the Company delivers approximately 2,600 acre feet per year of 

untreated CAP water to customers in the Company’s Casa Grande water system. 

In order for the Company to treat CAP water in these three water systems, it has 

begun engineering plans to treat CAP water for potable purposes in all three 

systems. For the White Tank system the Company is currently working with 

Arizona-American Water Company to finalize an agreement to provide for 

construction of a water treatment plant to treat the Company’s White Tank CAP 

allocation. 

The Company expects to use the full White Tank CAP allocation (968 acre 

feet per year) by 2015, and its full Casa Grande (8,884 acre feet per year) and 

Coolidge (2,000 acre feet per year) allocations by 2020. 
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Q. 

A. 

WHAT IS THE LONG RANGE OUTLOOK FOR USE OF GROUNDWATER TO 

MEET THE COMPANY’S WATER NEEDS AND DOES IT AFFECT THE 

COMPANY’S PLANS TO USE CAP WATER? 

In my role as Chairman of the Water Management Subcommittee of the Pinal AMA 

GUAC, I am personally familiar with its goals and efforts. For the past four years, 

ADWR has been working with interested parties and the Pinal AMA GUAC Water 

Management Subcommittee to address future water needs of the Pinal AMA. 

ADWR proposed reducing the allowable groundwater for new subdivisions in an 

effort to shift water providers away from groundwater supplies to renewable 

supplies, such as CAP water. The goal is to provide a sustainable water supply as 

areas in Pinal County urbanize, Le., shift from agricultural water use to municipal 

and industrial water uses. ADWR and the Pinal AMA GUAC Subcommittee are 

determining the amount of the reduction in allowable groundwater that will be 

required, resulting in an increased need for CAP water and other renewable 

supplies. 

Growth in the Pinal AMA over the past decade has been significant and 

ADWR projects even more growth over the next twenty years. One effect of this 

growth is an increased need for CAP water and other renewable supplies, 

requiring the Company to plan for increased use of CAP water to meet customers’ 

potable needs. There is no question in my mind that the Company’s Western 

Group CAP allocations will be fully utilized by 2020, which is in conformance with 

the ACC Staffs Proposed Policy for Central Arizona Project Cost Recovery. 

In addition to these factors, the Company has received and is currently 

reviewing development plans for over 25,000 housing units in areas to be served 
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by the Company’s Casa Grande and Coolidge water systems. These added 

dwelling units will require water supplies in addition to currently developed 

groundwater supplies. Treated CAP water is likely to provide the most reliable and 

cost effective water supply to develop. 

Description Of Arsenic Treatment Proqram To Complv With The New Arsenic 

Maximum Contaminant Level 

WHAT OTHER REGULATORY CHANGES DOES THE COMPANY FACE IN 

THE NEAR FUTURE? 

At this time, the primary risk that the Company faces from changing regulations is 

the EPAs adoption of a far more stringent arsenic maximum contaminant level 

(“MCL”) which is being reduced from 50 parts per billion (“PPB”) to 10 PPB. This 

change will have a significant impact on the Company. All of the Company’s water 

systems are served primarily by groundwater. Groundwater in many portions of 

the southwestern region of the United States and, more importantly, in many 

locations in Arizona, is naturally high in arsenic. The Western Group systems are 

served entirely by groundwater, except for Casa Grande, which provides non- 

potable service with CAP Water. 

HOW WILL THE COMPANY COMPLY WITH THE NEW ARSENIC MCL? 

The Company is designing and will construct and operate arsenic removal water 

treatment plants with a combined company-wide treatment capacity of over 60 

million gallons per day (“MGD”). In the Western Group, arsenic treatment plant 

capacity may exceed 20 MGD. All arsenic treatment plants must be in operation 

prior to January 23, 2006, to comply with the new arsenic MCL. 

The two most likely treatment methods for arsenic removal in the Western 

Group systems include: 1) coagulation/filtration, a high flow rate filtration system 
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3. 

4. 

using coagulants such as ferric chloride to remove arsenic; and 2) adsorption, 

where untreated water, which may need to be chemically pre-treated, is passed 

through a filter media that causes the arsenic to bind with or be adsorbed to the 

filter media. This second form of treatment may also require the addition of 

different chemicals to minimize corrosivity. Ion-exchange treatment will be used in 

the Company’s Northern Group water systems, However, its use in the Western 

Group may not be economically feasible due to inherent differences in water 

quality. 

Both treatment methods require the removed arsenic to be disposed of in a 

manner that complies with applicable EPA and ADEQ requirements. 

HAS THE COMPANY DETERMINED THE FINANCIAL IMPACT OF THE 

REDUCTION IN THE MCL FOR ARSENIC? 

Yes. In a study prepared for a report to the EPA in September 2000, the 

Company estimated a capital cost of $13.6 million would be required to comply 

with the new arsenic MCL for the Western Group water systems. Company-wide, 

the capital cost to comply with the new arsenic MCL of 10 PPB is estimated at $30 

million. The Company has budgeted $10 million dollars each year for 2003 and 

2004 and plans to invest an additional $10 million dollars in 2005 to complete the 

necessary arsenic treatment plants. 

In addition, compliance with the more stringent requirements for removing 

and disposing of arsenic will result in substantial increases in ongoing operation 

and maintenance expenses. The Company estimates that operation and 

maintenance expenses relating to water treatment facilities to remove arsenic will 

:\RATECASE\2W4\~SllMONY\GARFIELD\FINAL_Ol M-RJK.DOC 7 
fMG:MCM:JRC I15:18 9/1/04 



I 
E 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
1 
I 
1 

I 
‘I 
I 

‘I 



I 
I 
1 
I 
1 
1 

1 
I 
I 
I 
1 
I 
I 

~ I I  
1 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

3. 

4. 

7. 

4. 

exceed $6.3 million annually for the total Company and $2.1 million annually for 

the Western Group. 

Michael J. Whitehead, the Company's Vice President of Engineering, will 

provide more detailed capital cost information and a schedule of treatment plant 

construction in his direct testimony. Likewise, Ralph J. Kennedy, the Company's 

Vice President and Treasurer, will provide information concerning the revenue 

requirements arising from new treatment plant additions to comply with the new 

arsenic MCL and also the methods of recovering the costs of the required 

treatment in his direct testimony. 

HOW WILL WATER TREATMENT TO REMOVE ARSENIC IMPACT RATES 

FOR AN AVERAGE RESIDENTIAL CUSTOMER? 

In a September 6, 2000 letter to the EPA, the Company estimated that in water 

systems in the Western Group where one or more sources of supply exceed the 

EPA's arsenic MCL of 10 PPB, rates would have to increase by an average of 

40% for an average residential customer to cover the cost of constructing and 

operating treatment facilities to comply with the new MCL. 

WHEN WILL THE COMPANY BE REQUIRED TO COMPLY WITH THE EPA'S 

NEW ARSENIC MCL? 

All community water systems and non-transient non-community water systems, 

including the Company's water systems, must comply with the new arsenic MCL 

by January 23, 2006. To meet this deadline for the Western Group water systems, 

the Company must begin constructing treatment facilities no later than year-end 

2004 in order to complete the construction of the treatment facilities before the 
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A. 

VI. 

Q. 

4. 

deadline. Mr. Whitehead will address the construction schedule in more detail in 

his direct testimony. 

HOW ELSE WILL THE NEW ARSENIC MCL IMPACT THE COMPANY’S 

WATER SYSTEM OPERATIONS? 

The major impacts will include increased water treatment operator (employee) 

training, additional qualified and state-certified employees required to operate and 

maintain treatment facilities, increased water quality testing, possible reductions in 

the availability of water supplies due to quality limitations, and limitations on 

treatment and/or blending, among other factors. The number of additional 

employees that will be needed will depend on the complexity and operational 

requirements of each treatment facility. However, I estimate that a minimum of 

eight additional employees will be needed to operate and maintain water treatment 

facilities to remove arsenic for the total Company, including three additional 

employees for the Western Group. These impacts are not included in the 

Company’s operating costs in this application. 

Sinnificant Business Risks Faced By The Company 

DOES THE COMPANY FACE GREATER BUSINESS RISKS THAN WATER 

UTILITIES IN ARIZONA WHICH SERVE A SINGLE LARGE WATER SYSTEM? 

Yes. Small water systems are exposed to much greater operational risks than 

large systems. Indeed, the Company, despite serving nearly 72,000 customers 

throughout Arizona, operates 22 separate water systems that have an average 

size of less than 3300 customers. Further, putting aside the two largest water 

systems, Apache Junction and Casa Grande, the Company’s average water 

system size is less than 1900 customers. 
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Q. 

4. 

WOULD YOU PLEASE ELABORATE ON WHY THE COMPANY FACES 

GREATER BUSINESS RISK BY OPERATING A NUMBER OF SMALL 

SYSTEMS? 

Yes. For example, a small system with two wells, such as the Company’s 

Stanfield system, has a greater risk of water system outages when a well goes 

down due to well or pump failure than a single, large system with twenty wells. 

The loss of a well in the small system represents a loss of 50% of supply, as 

compared to a loss of 5% of supply for the single, larger system. Obviously, a 

water system is able to more readily cope with a 5% loss of supply than a 50% 

loss of supply. As a consequence, the Company must make added investment 

and/or incur much greater operating expenses in smaller systems due to these 

types of factors that are not present or are less significant in larger systems. 

As I explained above, the Company serves more than 72,000 customers 

throughout Arizona, but its water systems are generally small and geographically 

isolated. The result is the Company cannot achieve the operational economies of 

scale that a single, large water system of 72,000 customers would otherwise 

realize. Again, by way of example, small systems tend to have personnel that are 

multi-disciplined and able to perform a number of different tasks. Large systems 

tend to have personnel that are more specialized. The result is that large systems 

have personnel that focus on a small range of tasks and tend to be more efficient 

at such tasks. In contrast, small systems have personnel that must be able to 

complete a wide range of tasks, for example, operating wells, chlorination and 

treatment equipment, install water services and meters, repair leaks, read meters, 

collect water samples, turn services on and off, among many other tasks. While 
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A. 

Q. 

A. 

resulting in multi-disciplined employees that can perform many different tasks (a 

clear benefit to smaller water systems with limited staffing) they generally cannot 

operate as efficiently at any one task, as employees of a larger system could since 

they perform the same or a similar task over and over. 

WHAT EFFECT DOES THE TIME LAG ASSOCIATED WITH RATE 

PROCEEDINGS IN ARIZONA HAVE ON THE BUSINESS RISKS THE 

COMPANY FACES? 

The time lag associated with preparing and presenting a rate application, some 19 

months in our last case, compounds the impact of the risks we face. Increases in 

revenues, even if approved in a timely manner, are based on investments and 

expenses from a recorded test year at least two years earlier. This undermines 

the Company’s opportunity to earn the authorized rate of return from the minute a 

rate decision is issued. 

HOW DOES REGULATION IN ARIZONA COMPARE WITH REGULATION IN 

OTHER JURISDICTIONS? 

The California Public Utilities Commission (“CPUC”), for example, takes about the 

same time to process rate applications. But, the CPUC allows prospective or 

forward looking (instead of recorded) test years, and provides, for example, for 

purchased power and water expense balancing accounts, adjuster mechanisms 

for added plant to treat water, and, for the smaller companies, annual CPI 

adjusters. This forward looking, proactive regulation allows water utilities to have 

an opportunity to earn their authorized rate of return without expensive, time 

consuming rate cases, as is the case in Arizona. These measures also help to 

lessen the potential effect of rate shock, which results when a utility like the 
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4. 

Q. 

4. 

Company must present a full scale general rate case because of increased 

revenue requirements since the last recorded test year. 

At the same time, these examples of simple, proactive approaches to utility 

rate adjustments lessen the risks that water utilities must face. This proactive 

approach does not currently exist in Arizona, and as a result, Arizona utilities face 

greater risk of not recovering all of the costs of providing water service when 

compared with water utilities in California and other states. This risk should be 

compensated by higher rates of return for Arizona utilities, but it hasn’t, thereby 

increasing the risk even more. 

DO YOU HAVE CONCERNS ABOUT RATES OF RETURN AUTHORIZED BY 

THE ARIZONA CORPORATION COMMISSION IN RECENT RATE CASES? 

Yes. On December 28, 2001 the Arizona Corporation Commission 

(“Commission”) authorized a return on equity of 10.25% in the Company’s last 

Northern Group rate case and on March 19, 2004 a return of 9.2% in the 

Company’s recent Eastern Group rate case. These authorized returns are much 

lower than historic rates of return authorized by the Commission and are below the 

rates of return a typical investor would expect to earn on investments with risks 

similar to the risks the Company faces. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS MATTER? 

Yes. 

1576887.1 
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Q. 

A. 

Q. 

4. 

1. 

3. 

9. 

ARIZONA WATER COMPANY 

Direct Testimony of 

Richard W. Henderson 

Introduction and Qualifications 

WHAT IS YOUR NAME, EMPLOYER AND OCCUPATION? 

My name is Richard W. Henderson. I am employed by Arizona Water Company 

(the “Company”) as Vice President of Operations. 

PLEASE DESCRIBE YOUR WORK EXPERIENCE, EDUCATIONAL 

BACKGROUND AND PROFESSIONAL AFFILIATIONS. 

Since my initial employment with the Company in May 1990, I have held the 

positions of Regulatory Compliance Coordinator, Operations Administrator and 

Operations Manager. I am currently Vice President of Operations, a position I have 

held since September 2003. 

I completed my undergraduate work at Arizona State University and 

received a Bachelor of Science degree in General Business Administration. 

I am also a member of the American Water Works Association and the 

Arizona Water and Pollution Control Association. 

Purpose and Extent Of Testimonv 

WHAT IS THE PURPOSE AND EXTENT OF YOUR TESTIMONY? 

The purpose of my testimony is to support the Company’s application for rate relief 

by providing testimony on tank maintenance accrual accounts, operating and 

maintenance costs for chlorination, and water sampling. 

:\RATECASE\2004\TESTlMONWENDERSOMFl~~O83lO4.DOC 
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Q. 
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3. 

4. 

Description Of Company's Tank Maintenance Program 

WOULD YOU PLEASE EXPLAIN THE COMPANY'S TANK MAINTENANCE 

PROGRAM? 

Under the Company's tank maintenance program, water storage tanks are 

inspected and cleaned on a routine basis. Interiors are recoated every 14 years 

and the exteriors are painted every 7 years. Without this program, water storage 

tanks would deteriorate more rapidly, shortening the useful life of each tank. 

WHY ARE THERE 14-YEAR AND 7-YEAR COATING INTERVALS? 

Typically, we find that the interior coatings show deterioration after 14 years and it 

has been the Company's experience that postponing interior recoating beyond 14 

years results in premature metal damage. Similarly, after 7 years, exterior 

surfaces show signs of chalking and cracking due to ultraviolet rays. Repainting is 

required to maintain metal protection and a suitable exterior appearance and 

prevent surface corrosion. 

HAS THE COST OF MAINTAINING WATER STORAGE TANKS CHANGED 

SINCE THE COMPANY'S LAST RATE CASE FOR THE WESTERN GROUP? 

Yes. Inspection costs, the cost of the coating and labor costs have all increased in 

the 13 years since the Company's rate case in 1990. The composition of the 

coatings that must be used today (reduced solvents) make the coatings more 

difficult to apply, resulting in increased labor and equipment costs. 

Specifically, since 1990, the cost of coating interior surfaces of the 

Company's water storage tanks has increased from $1.25 per square foot to as 

much as $3.06 per square foot. The cost of coating the exterior surfaces has 

increased from $1.25 per square foot to as much as $2.44 per square foot. The 
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Q. 

A. 

Q 

4. 

Company has added one additional water storage tank in the Western Group 

since 1990, adding approximately 27,574 square feet of painted surfaces thal 

must be properly maintained. 

Disinfection Of The Company's Water Distribution System 

WOULD YOU PLEASE EXPLAIN WHY THE COMPANY USES CHLORINATION 

FOR DISINFECTION? 

State and federal safe drinking water standards require public water distribution 

systems to maintain constant disinfection of the water supply. To meet these 

requirements, the Company disinfects its water supply with chlorine and maintains 

a free chlorine residual throughout the water distribution system. Public health 

officials and water treatment experts in the water utility industry recognize that 

chlorination is the best available and most cost-effective method of disinfection. 

The Company's customers are protected from waterborne disease outbreaks 

when a free chlorine residual is maintained in the water distribution system. 

HAVE THE COSTS OF CHLORINATION ALSO INCREASED SINCE THE LAST 

RATE CASE INVOLVING THESE SYSTEMS? 

Yes. At the time of the 1990 rate case, the Company was using chlorine gas for 

disinfection primarily because of its cost advantage. However, in the intervening 

years, awareness grew concerning the inherent dangers of using and storing gas 

chlorine. Concern for employee and public safety led to more stringent 

regulations. For this reason the Company and many other water providers phased 

out the use of chlorine gas in the mid 1990s and switched to tablet chlorination. 

Costs have also increased as the Company broadened the use of chlorination to 

include more sites to ensure more reliable and consistent disinfection throughout 
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Q. 

A. 

Q. 

4. 

its water distribution systems. As additional sources of supply are added to each 

system, chlorination units are installed and chlorine disinfection costs increase. 

WHAT HAS THE COMPANY DONE TO CONTROL CHLORINATION COSTS? 

The Company has achieved savings in chlorination costs in the Western Group by 

recently switching from tablet chlorination to liquid chlorination. As a result of 

switching to the less expensive liquid chlorine, the Company has been able to 

reduce the cost of chemicals and has therefore included a pro forma reduction in 

operating expenses for the Western Group. 

Description Of The Company's Water Quality Sampling 

WHAT CHANGES IN WATER QUALITY SAMPLING HAVE RESULTED IN 

INCREASED OPERATING COSTS FOR THE COMPANY'S WATER SYSTEMS 

SINCE ITS LAST GENERAL RATE PROCEEDING? 

ADEQ's adoption of the Safe Drinking Water Act in Arizona's Safe Drinking Water 

Rules resulted in significantly increased numbers and types of constituents that 

must be monitored. Additional testing will also be required in those systems with 

arsenic levels currently above 10 parts per billion to assure compliance with the 

new arsenic MCL when it takes effect in early 2006. As a result of these more 

stringent regulatory requirements, monitoring costs overall have increased 

significantly and will continue to increase. 

ARE YOU FAMILIAR WITH ADEQ'S MONITORING ASSISTANCE PROGRAM? 

Yes, I am. ADEQ created the Monitoring Assistance Program (MAP) in 1998 to 

perform water quality monitoring and reporting for most water systems. The MAP 

monitors for the majority of constituents, but system operators must monitor 

additional constituents that are not covered by the MAP. Participation in the MAP 
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is mandatory for systems serving a population of 10,000 or less; and voluntary for 

systems serving a population over 10,000. ADEQ assesses the Company for 

annual charges on a per meter basis for all Western Group water systems in the 

MAP. 

Because the Company is able to monitor its systems at a lower cost than 

ADEQ, the Company has chosen not to participate in the MAP for water systems 

serving a population over 10,000, such as Casa Grande. All other systems in the 

Western Group, except Ajo Heights, participate in the MAP. As a consecutive 

public water system, defined in the ADEQ Safe Drinking Water rules (RI  8-4-1 01) 

as a public water system that obtains all of its water from another public water 

system that is regulated by the department, Ajo Heights is not required to 

participate in the MAP. The Company's water sampling costs are greater through 

participation in the MAP than they were prior to mandatory participation in the 

MAP. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS MATTER? 

Yes. 

573592.1/12001.189 
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lntroduc ion ant 

ARIZONA WATER COMPANY 

Direct Testimony of 

Sheryl L. Hubbard 

Qualifications 

PLEASE STATE YOUR NAME, EMPLOYER AND OCCUPATION? 

My name is Sheryl L. Hubbard. I am employed by Arizona Water Company (the 

‘Company” or “AWC”) as Manager of Rates and Regulatory Accounting. 

PLEASE DESCRIBE YOUR WORK EXPERIENCE AND EDUCATIONAL 

BACKGROUND. 

I graduated from Michigan State University with a Bachelor of Arts degree in 

Accounting and I am a certified public accountant. I have twenty-five years of 

experience in public utility accounting and regulation; seventeen years employed 

as an auditorlaudit manager with the Michigan Public Service Commission 

(“Michigan Commission”). During my employment with the Michigan 

Commission, my responsibilities included preparation of revenue requirement 

calculations for water, steam and electric utilities. Subsequent to my 

employment with the Michigan Commission, I was employed by the Arizona 

Corporation Commission (the “ACC”) as the Chief of the Accounting and Rates 

section. 

Following my employment with the ACC, I joined Citizens 

Communications Company (“Citizens”) as a Regulatory Accounting Manager 

in its Arizona Gas division. My responsibilities with Citizens included 

ensuring compliance with applicable state statutes and regulatory rules and 

decisions as well as preparation of rate cases and other regulatory filings with 

state regulatory agencies in Arizona and Colorado. 
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A. 

Q. 

A. 

111. 

Q. 

4. 

Subsequent to my employment with Citizens Communications Company, I 

joined Arizona Water Company in my current position as Manager of Rates and 

Regulatory Accounting. As the Manager of Rates and Regulatory 

Accounting, my responsibilities include monitoring regulatory actions 

taken by the ACC, ensuring compliance with decisions of the ACC, filing 

necessary tariffs, preparing rate cases and other regulatory filings for 

submission to the ACC, and appearing as a witness before the 

Commission. 

Purpose and Extent of Testimonv 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

The purpose of my testimony in this proceeding is to present the development of 

rate base, working capital requirements, and net operating income for the 

Company’s Western Group water systems (the “Western Group”) for the 

historical twelve month period ended December 31, 2003 and to sponsor the 

calculation of the associated increase in gross revenue requirement of each 

system. The Western Group systems subject to this application are Casa 

Grande, Stanfield, White Tank, Ajo Heights (“Ajo”), and Coolidge. 

DOES YOUR TESTIMONY IN THIS PROCEEDING INCORPORATE 

RECOMMENDATIONS OF OTHER COMPANY WITNESSES? 

Yes it does. My testimony in this proceeding incorporates positions and 

recommendations sponsored in the direct testimonies of William M. Garfield, 

Richard W. Henderson, Ralph J. Kennedy, Michael J. Whitehead, and Thomas 

M. Zepp. 

Exhibits and Associated Schedules 

PLEASE IDENTIFY THE EXHIBITS AND ASSOCIATED SCHEDULES YOU 

ARE SPONSORING. 

I am sponsoring the following exhibits: 

Schedule A-I - AWC Computation of Increase In Gross Revenue Requirements 
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Schedule A-2 - AWC Summary of Operations 

Schedule A-3 - AWC Summary of Capital Structure 

Schedule A-4 - AWC Construction Expenditures and Gross Utility 
Plant In Service 

Schedule A-5 - AWC Summary of Cash Flows 

Schedule 6-1 - AWC Summary of Original Cost Rate Base Elements 

Schedule 6-2 - AWC Original Cost Rate Base Pro Forma Adjustments 

Schedule B-5 - AWC Computation of Working Capital 

Schedule 6-6 - AWC Summary of Lead/Lag Working Cash Requirements 

Schedule C-I - AWC Adjusted Test Year Income Statement 

Schedule C-2 - AWC Income Statement Pro Forma Adjustments 

Schedule C-3 - AWC Computation of Gross Revenue Conversion Factor 

Schedule E-1 Comparative Balance Sheets-Total Company-Prior Years 2001 & 
2002 and Test Year 2003 

Schedule E-2 Comparative Income Statements-Total Company and Western 

Group-Prior Years 2001 & 2002 and Test Year 2003 

Schedule E-3 Comparative Statement of Cash Flows-Total Company- Test Year 
2003 and Prior Years 2002 & 2001 

Schedule E-4 Statement of Changes in Stockholder’s Equity-Total Company- 
Prior Years 2001 & 2002 and Test Year 2003 

Schedule E-5 Detail of Utility Plant at End of Prior Year 2002 and Test Year 2003 

Schedule E-6 Comparative Operating Income Statements-Test Year 2003 and 
Prior Years 2002 & 2001 

Schedule E-7 Operating Statistics-Test Year 2003 and Prior Years 2002 & 2001 

Schedule E-8 Taxes Charged to Operations-Test Year 2003 and Prior Years 
2002 & 2001 

Schedule E-9 Notes to Financial Statements 

Schedule F-I Projected Income Statements-Western Group-Test Year 2003 and 
Projected Year 2004 

Schedule F-2 Statement of Cash Flows-Present and Proposed Rates-Total 
Company-Test Year 2003 and Projected Year 2004 
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Q. 

A. 

IV. 

Q. 

A. 

a. 
4. 

2. 

I. 

Schedule F-3 Projected Construction Requirements-Test Year 2003 and 
Projected Years 2004, 2005, and 2006 

Schedule F-4 Assumptions Used in Developing Projections-Western Group- 
Projected Year 2004 

MS. HUBBARD, WERE THESE EXHIBITS PREPARED BY YOU OR UNDER 

YOUR DIRECTION AND SUPERVISION? 

Yes, they were. 

Revenue Requirement - Summary Schedules 

PLEASE EXPLAIN SCHEDULE A-I. 

Schedule A-I is a two-page schedule titled “Computation of Increase In Gross 

Revenue Requirements” for the individual systems making up the Western 

Group. The increase in gross revenue for each system represents the change 

that the Company has determined is necessary if it is to continue providing safe 

and reliable utility service to customers while allowing for recovery of operating 

expenses and an opportunity to earn a reasonable rate of return on AWC’s 

investment in plant dedicated to that service. For purposes of this proceeding, 

the increase in gross revenue requirement for the Western Group based on a 

2003 test year is $2,654,063. 

PLEASE EXPLAIN SCHEDULE A-2. 

Schedule A-2 titled “Summary Results of Operations” contains operating history 

for the test year 2003, 2002 and 2001 for the Western Group and Total 

Company. Adjusted test year 2003 and projected year 2004 figures are also 

presented on this schedule for the Western Group. The actual test year 2003 

figures on this exhibit are presented as recorded in the accounting records of the 

Company. The adjusted test year 2003 figures reflect the actual test year 2003 

data with pro forma adjustments, as explained in the Company’s rate filing. 

PLEASE EXPLAIN SCHEDULE A-3. 

Schedule A-3 titled “Summary of Capital Structure” summarizes the debt and 

equity of the Company allocated to the Western Group for the historical periods 
c J 
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a. 
4. 

L. 
L .  

1. 

of 2001,2002, and 2003 and the projected year 2004. The test year 2003 data i: 

presented unadjusted as well as adjusted for pro forma changes recommendec 

in the Company’s application. 

PLEASE EXPLAIN SCHEDULE A-4. 

Schedule A-4 is a three-page schedule titled “Construction Expenditures and 

Gross Utility Plant in Service”. This exhibit presents the historical construction 

expenditures for test year 2003, 2002, and 2001, as well as three years 01 

projected expenditures. The information is compiled for the total Western Group 

with individual system details. This schedule also contains annual cost data for 

net plant placed in service and balances of gross utility plant in service for the 

same time periods shown for construction expenditures. Company witness 

Michael J. Whitehead is sponsoring the explanation of construction expenditures 

in his direct testimony. 

PLEASE EXPLAIN SCHEDULE A-5. 

Schedule A-5 titled “Summary of Cash Flows” is a statement of cash flows 

detailing the changes in the cash accounts for test year 2003, 2002, and 2001, 

and projected year 2004 on a Total Company basis. 

Rate Base Schedules 

PLEASE EXPLAIN SCHEDULE 6-1. 

Schedule B-I titled ‘Summary of Original Cost Rate Base Elements (Including 

Pro Forma Adjustments)” is a two-page schedule that details the development of 

the end of test year rate bases for the Western Group. Rate Base represents the 

investor-financed plant facilities and other investments required to provide water 

service to customers. The components typically recognized in the calculation of 

rate base are plant in service, accumulated depreciation and amortization, 

advances for construction (“Advances”), contributions in aid of construction 

(“CIAC”), deferred income tax liabilities, and working capital. Other items that 

may be considered in the calculation of rate base include acquisition adjustments 
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7. 

4. 

7. 

4. 

Q. 

and construction work in progress. Net plant, plant in service less the associated 

accumulated depreciation and amortization, is generally the largest component of 

rate base. 

Total Net Plant for the Western Group and each of the individual systems 

is shown on Line 1 of Schedule B-1. Rate base is computed by subtracting 

Advances, net CIAC, and Deferred Income Taxes from Total Net Plant. The 

accumulated balance of Advances is shown on Line 2 of Schedule B-I . Line 3 of 

Schedule B-1 shows the net CIAC for the Western Group and the individual 

systems. Line 4 of the schedule shows the Deferred Income Taxes as of the end 

of the test year. For ratemaking purposes, a working capital allowance is 

developed to adjust rate base to reflect the additional investment required for on- 

going utility operations over and above that amount reflected in net plant. The 

Allowance for Working Capital shown on Line 5 of Schedule B-I is supported by 

calculations on Schedule 8-5 discussed later in this testimony. In addition to 

these typical rate base components, a portion of the Phoenix corporate office and 

central meter shop is allocated to each system on lines 6 and 7. 

WHAT IS THE TOTAL RATE BASE FOR THE WESTERN GROUP? 

The 2003 test year rate base for the Western Group is $29,416,615. 

PLEASE EXPLAIN SCHEDULE 8-2. 

Schedule B-2 titled “Original Cost Rate Base Pro Forma Adjustments” is an 

eight-page exhibit detailing the pro forma adjustments that the Company is 

proposing in this proceeding. The pro forma adjustments to rate base adjust the 

historical test year-end plant to include the Company-financed investments 

necessary to continue to provide satisfactory service to customers being served 

at the end of the test year. 

PLEASE DESCRIBE THE RATE BASE COMPONENTS INCLUDED IN 

SCHEDULE 9-2. 
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A. 

Q. 
A. 

Q. 

A. 

Gross Plant in Service represents the original cost of the utility property used in 

the provision of service to customers. Gross Plant in Service for the Western 

Group, presented on line 1, is $67,031,165 for the Adjusted Test Year. 

Accumulated Depreciation, the amount of annual depreciation and amortization 

charges on utility plant investments accumulated through the end of the test year 

and the annualization of depreciation expense for the Adjusted Jest Year, is 

shown on line 2. Line 4, Construction Work in Progress (“CWIP”) shows 

$284,117 as the actual balance of costs incurred for construction projects not yet 

completed as of the end of the test year. To simplify and hopefully expedite the 

Company’s requested relief in this proceeding, the Company is seeking to 

include any post test year plant additions or the CWlP balance in its Adjusted 

Test Year rate base. The Company-funded projects started but not completed as 

of December 31, 2003 are removed by the pro forma adjustment set forth in 

column (1) and the outside-funded portion of the CWlP balance at December 31 , 

2003 is removed by the pro forma adjustment in column (5). 

WHAT IS THE TOTAL NET PLANT FOR THE WESTERN GROUP? 

Total Net Plant for the Western Group including pro forma adjustments is 

$50,778,386 as reflected on Line 5 of Schedule B-2. 

PLEASE DISCUSS THE PRO FORMA ADJUSTMENT IDENTIFIED AS 

DEPRECIATION ANNUALIZATION IN COLUMN (3) OF SCHEDULE B-2. 

This pro forma adjustment to accumulated depreciation is based on the pro 

forma adjustment to depreciation expense necessary to recognize the additional 

depreciation expense resulting from the higher level of depreciable plant 

investment at the end of the test year as contrasted to the level of depreciable 

plant investment upon which the test year depreciation expense was computed. 

To annualize the test year depreciation expense to year-end levels, annual 

depreciation expense is computed on the plant investment in service at the end 

of the test year. The pro forma adjustment is the difference between the 
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Q. 

A. 

annualized level of depreciation expense and the depreciation expense reflected 

in the unadjusted test year expenses. The revenue requirement including 

annualized depreciation expense more accurately reflects the expenses that are 

expected to be incurred during the period of time when the new rates resulting 

from this proceeding will be in effect. The $22,548 pro forma adjustment to 

reflect this depreciation annualization is shown on Schedule B-2, on line 2 of 

column (3) and also is included on Schedule C-2 in pro forma adjustment number 

15. 

PLEASE DISCUSS THE PRO FORMA ADJUSTMENT IDENTIFIED AS ClAC 

ANNUALEATION IN COLUMN (3) OF SCHEDULE B-2. 

During the test year, $214,164 of ClAC were amortized to expense resulting in 

accumulated amortization of ClAC of $1,591,717 shown on line 9, column (a) of 

Schedule 8-2. A composite rate of 2.59% was used during the test year to 

compute the ClAC amortization. The pro forma adjustment reflected in column 

(3) of Schedule B-2 decreases the test year amortization of ClAC by $37,420 to 

convert to the use of a component depreciation methodology for depreciating 

plant investment. In compliance with the Commission’s directive in Decision No. 

64282 (December 28, 2001), the Company has used component depreciation 

rates to compute the depreciation annualization. To reduce the accounting that 

would be required to use component depreciation rates to amortize the ClAC 

balance in each affected account for each of Arizona Water’s eighteen systems, 

the Company is proposing to compute a composite depreciation rate for the 

CIAC-related plant accounts to be used to amortize contributions to income on a 

group basis. This same procedure was proposed by Arizona Water and adopted 

in the Company’s recent Eastern Group rate case. The effect of using a 

composite rate to amortize the test year end CIAC balance is a decrease in 

amortization expense of $37,420 reflected on Schedule B-2, on line 9 of column 

(3), also included in pro forma adjustment number 15 on Schedule C-2. 
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VI. 

Q. 

A. 

3. 

2. 

Deferred Central Arizona Project Charges 

PLEASE DISCUSS THE PRO FORMA ADJUSTMENT IDENTIFIED AS 

DEFERRED CAP M&l CHARGES IN COLUMN (4) OF SCHEDULE 8-2. 

As Mr. Garfield discusses in his direct testimony, in 1986, the Casa Grande, 

White Tank and Coolidge systems entered into contractual arrangements with 

the United States Bureau of Reclamation (“Bureau of Reclamation”) and the 

Central Arizona Water Conservation District (“CAWCD”) for annual allocations of 

Central Arizona Project (“CAP”) water. Pursuant to these contractual obligations, 

these Western Group systems incur an annual charge for CAP Municipal and 

Industrial capital charges (“M&l charges”) commencing in 1993 when the CAP 

canal became operational. AWC has been deferring these M&l charges in its 

accounting records since that time. Prior to 1993, the Company made the 

required subcontractor prepayments, which were credited to the M&l obligations 

that began in 1993. Another component of the contractual arrangements with the 

Bureau of Reclamation and CAWCD relates to the assessment of delivery 

charges for water delivered. Delivery charges are incurred and expensed by 

AWC if and when deliveries of CAP water actually occur. 

MS. HUBBARD, HAS THE COMMISSION PREVIOUSLY ADDRESSED THE 

TREATMENT OF CAP WATER CHARGES FOR THE CASA GRANDE, WHITE 

TANK, OR COOLIDGE SYSTEMS? 

The Commission has not addressed the treatment of CAP water charges for the 

Casa Grande, White Tank or Coolidge systems in total. The Company’s last 

general rate proceeding, based upon a 1990 test year, encompassed all eighteen 

systems of the Company. For these Western Group systems with CAP 

allocations, the Commission authorized the Company to accrue an allowance for 

funds used during construction on the deferred M&l charges which the Company 

adopted beginning in 1993. Decision No. 58120 (December 23, 1992) at 8. No 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

allowance was provided in rates for amortizing the deferred subcontractor 

prepayments made prior to 1993 for the Western Group systems. 

WHAT WAS THE INTENDED BENEFIT PERIOD FOR THE 

SUBCONTRACTOR PREPAYMENTS MADE BY THE COMPANY PRIOR TO 

19933 

The subcontractor prepayments made by AWC prior to 1993 were intended to 

offset M&l charges assessed to the Company upon commercial operation of the 

canal. The commercial operation date for the CAP canal was October 1 , 1993. 

The initial invoice for M&l charges assessed by the CAWCD was received by the 

Company in October 1993. The subcontractor prepayments were used by 

CAWCD as the payment for this invoice and the two subsequent invoices 

received in 1994. 

PLEASE DISCUSS THE CHANGES THAT HAVE OCCURRED IN THE USE OF 

THE CAP WATER ALLOCATION SINCE DECISION NO. 581 20. 

Subsequent to this decision in 1992, the Company requested and the 

Commission granted a Non-Potable CAP Water Tariff applicable for each system 

with a CAP allocation. This tariff is available to customers in the Company's 

service areas where, and when, CAP water is available. For instance, the 

Company currently sells untreated CAP water to a power plant and several golf 

courses in the Casa Grande service area under the Non-Potable CAP Water 

Tariff ("NP-260 Tariff). 

HOW ARE THESE CAP WATER PURCHASES RECORDED IN THE 

COMPANY'S ACCOUNTING RECORDS? 

The Company has deferred the M&I charges first invoiced in 1993 in a deferred 

debit account while expensing the delivery charges as they are incurred. In 

addition, the original and modified Non-Potable CAP Water Tariffs, under which 

service is provided to a power plant and golf courses in the Casa Grande service 

area, were intended to provide funds for reducing the deferred M&l charges while 
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encouraging use of CAP water in lieu of groundwater. Revenues collected via 

the NP-260 Tariff have been used to reduce the M&l deferral by crediting the 

amount billed for M&l charges under that tariff to the M&l deferral account. The 

modified tariff also requires customers to pay the deferred M&l charges on their 

maximum anticipated demand. 

From the time that the NP-260 tariff was authorized through the end of the 

test year, $989,314 of M&l charges have been collected from customers taking 

CAP water under the NP-260 tariff in Casa Grande. These funds have reduced 

the deferred M&l charges that would otherwise have to be recovered from 

the Company’s other Casa Grande customers. As of the end of the test 

year, the M&l deferral balance was $3,525,803 for Casa Grande, 

$506,268 for White Tank and $1,046,011 for Coolidge. 

HOW DOES THE COMPANY PROPOSE TO ADDRESS THE M&l DEFERRAL 

FOR CASA GRANDE, WHITE TANK AND COOLIDGE IN THIS 

PROCEEDING? 

AWC proposes to include the test year end balance of deferred M&l charges in 

rate base and amortize the deferred charges over a period of time equivalent to 

the time period that the deferred charges have been accumulated. In the case of 

the Casa Grande, White Tank and Coolidge systems, the Company estimates 

this period of time to be approximately ten years (1993 to 2003). Column (4) of 

Schedule B-2 shows the pro forma adjustment to net plant that is required to 

include the balance of the deferred M&l charges in rate base as of December 31 , 

2003. The Company is proposing that the M&l deferral be amortized to expense 

over a ten-year amortization period. The balance of the deferred M&l charges as 

of December 31, 2003 is $3,525,803 for Casa Grande, $506,268 for White 

Tanks, and $1,046,011 for Coolidge resulting in annual amortizations amounts of 

$352,580, $50,627, and $1 04,601 , respectively. 
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Q. 

A. 

Q. 

A. 

Q. 

HAS THE COMMISSION ADDRESSED THE RECOVERY OF DEFERRED M&l 

CHARGES FOR UTILITIES WITH CAP ALLOCATIONS IN THE PAST? 

Yes, in AWC’s recent Eastern Group rate proceeding, the Commission approved 

the same approach we propose in this proceeding. Decision No. 66849, (March 

19, 2004) at p. I O .  Similarly, such relief has been authorized for the Agua Fria, 

Sun City and Sun City West water districts now operated by Arizona-American 

Water Company. See Decision No. 63334 (February 2, 2001) and Decision No. 

62293 (February 2, 2000). 

ON WHAT BASIS DID THE COMMISSION REACH THESE CONCLUSIONS IN 

THESE EARLIER DECISIONS? 

In the Company’s Eastern Group rate proceeding, the Company’s CAP allocation 

was, for all intents and purposes, fully utilized. The Commission authorized a full 

return on the deferred balance and recovery of the deferred M&l charges over a 

period of time comparable to the time over which the charges had accumulated. 

Decision No. 66849 at 8. Likewise, for the Agua Fria water district, the utility was 

partially using its CAP allocation for recharge at the Maricopa Water District 

(“MWD”), but also had an agreement in place that would allow the CAP allocation 

to be fully utilized in 8 years. Thus, the Commission authorized a full return on 

the deferred balance and recovery of the deferred M&l charges over 

approximately 10 years, based upon a complex amortization schedule contingent 

upon growth. Decision No. 63334 at 3. For the Sun City and Sun City West 

water districts, the CAP allocations were not utilized at the time relief was sought, 

but the companies had a plan in place to recharge CAP water at the MWD. 

Recovery of the deferred charges was authorized over a 60-month period based 

upon the period of time the charges had accumulated. Decision No. 62293 at 8. 

HOW DO THE COMPANY’S CIRCUMSTANCES IN THE WESTERN GROUP 

COMPARE? 
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A. 

2. 

9. 

a. 

In the Company’s Casa Grande system, AWC is currently utilizing 30% of its 

CAP allocation for non-potable purposes. The Company is planning a water 

treatment plant in the near future to treat CAP water for potable consumption 

thus reducing AWC’s reliance on groundwater pumping as more fully discussed 

in the Mr. Garfield’s direct testimony. The Company is also in the process of 

evaluating the feasibility of using a Casa Grande treatment facility to treat CAP 

water for Coolidge. In the meantime, the Company is considering alternative 

non-potable uses of the CAP water in the Coolidge service area where 

developments with golf courses in the early planning stages are likely to be able 

to use non-potable CAP water instead of groundwater. For the Company’s White 

Tank system, the Company is engaged in discussions with Arizona American 

Water Company to develop a joint treatment facility to treat CAP water for White 

Tank as discussed in the Mr. Garfield’s testimony. 

BASED UPON THE COMMISSION’S FINDINGS IN RECENT DECISIONS 

REGARDING DEFERRED CAP CHARGES, PLEASE SUMMARIZE THE 

COMPANY’S REQUESTED TREATMENT OF ITS DEFERRED M&l CHARGES. 

Since the Company is either currently using its CAP allocation or has specific 

intended uses in the near future to use its CAP allocations, we are requesting 

treatment comparable to what the Commission granted in the Eastern Group rate 

proceeding for the Apache Junction system’s CAP allocation cited above. 

Specifically, the Company is requesting inclusion of the deferred M&l balance in 

rate base at this time and amortization of the deferred charges over the same 

number of years that the deferred charges have been accumulated, which in the 

case of Casa Grande, White Tank and Coolidge, is 10 years. 

WHAT OTHER GUIDANCE MIGHT BE EMPLOYED TO ASSESS THE 

REASONABLENESS OF THE COMPANY’S REQUEST FOR RECOVERY OF 

CAP WATER ALLOCATION COSTS? 
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A. 

Q. 

A. 

a. 

4. 

Per the Commission’s directive in Decision No. 62993, November 3, 2000 at 10 

Staff developed a policy statement regarding recovery of costs related to the 

CAP. The policy statement has been labeled Attachment D-Proposed Policy foi 

CAP Cost Recovery and has been posted on the Commission’s website 

(http://www.cc.state.az.us/working/wt-attachD. htm). 

WHAT CRITERIA IS SET FORTH REGARDING CAP COST RECOVERY IN 

THE STAFF POLICY STATEMENT? 

The Staff has identified four criteria that a water company must address and 

provide evidence to demonstrate compliance when requesting CAP cost 

recovery. First, the water company must demonstrate that the CAP allocation is 

needed to properly serve its customers. The second requirement is that the CAP 

allocation will be needed by 2025. The third requirement is that a reasonable 

amount of the CAP allocation will actually be used by 2025. The fourth 

requirement is that the water company will be using all of its CAP allocation by 

2034. 

MS. HUBBARD, IS THE COMPANY ABLE TO DEMONSTRATE COMPLIANCE 

WITH THE FOUR CRITERIA IDENTIFIED IN THIS POLICY? 

Yes, and a summary of compliance with the four criteria is set forth below. 

1) CAP Allocation Is Needed to ProDerlv Serve Customers. 

In the Casa Grande system, use of the CAP allocation to provide non- 

potable water reduces the Company’s demand for groundwater (as required by 

Groundwater Management Plans) while still providing the required level of water 

service to its customers. 

In the White Tank system, customers have increased 106 percent (from 

617 to 1270) since the Company’s last rate case. To accommodate this growth 

in water demand, the Company is in the process of contracting for the treatment 

of its CAP allocation to provide potable water to customers in the White Tank 

system as discussed in Mr. Garfield’s direct testimony. 
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Regarding the Coolidge system, the Company is presently evaluating 

treatment alternatives for CAP water for use by the Coolidge and Casa Grande 

systems. The Company also is making non-potable CAP water available to 

serve golf courses under its NP-260 tariff. This treatment option is also 

discussed in Mr. Garfield's testimony. 

2) CAP Allocation Is Needed Bv 2025. 

In Casa Grande, a significant portion of the CAP allocation is currently 

being used. The Company anticipates growth in non-potable usage in Casa 

Grande and expects that the full CAP allocation will be needed at the time a 

treatment facility is completed, currently anticipated by 2020. 

In White Tank, the CAP allocation will be used to reduce the Company's 

dependence on groundwater. Although the CAP allocation is currently needed, a 

treatment facility is not presently available to treat the non-potable CAP water. 

Upon completion of the joint treatment facility discussed in Mr. Garfield's 

testimony, this condition will be satisfied. Also due to this pace of development in 

the White Tank area, the Company expects demand for non-potable CAP water 

in the White Tank system in the near future for usage similar to its other systems 

currently using non-potable CAP water. 

In Coolidge, as in White Tank, the CAP allocation will be used to reduce 

the Company's dependence on groundwater. The Company is currently 

evaluating options to construct a joint treatment facility to serve both the Casa 

Grande system and the Coolidge system customers with treated CAP water. As 

stated earlier, the current timetable for completion of a Casa Grande treatment 

facility is 2020, but non-potable uses are expected to grow from their current 

levels in both Coolidge and Casa Grande. 

3) Reasonable Amount of the CAP Allocation Will Be Used bv 2025. 

Where such use is appropriate, AWC intends to reduce its reliance on 

In addition, by groundwater by encouraging use of non-potable supplies. 
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acquiring treatment capacity to enable potable use, the Company’s present goa 

and current plans for using the CAP allocations for Casa Grande, White Tank 

and Coolidge satisfy the criteria that a reasonable amount of the CAP allocation 

will be used by 2025. 

4) All of CAP Allocation Used bv 2034. 

The Company is in the process of developing capabilities at treatmenl 

facilities to fully utilize its CAP allocations for Casa Grande, White Tank, and 

Coolidge by 2020. Consistent with the Company’s current goals and operating 

expectations, the Staffs criteria that all of a company’s CAP allocation be used 

by 2034 will also be satisfied. 

HOW IS THE COMPANY PROPOSING TO TREAT PURCHASED CAP WATER 

COSTS ON A GOING-FORWARD BASIS? 

The Company retains its CAP allocation to serve its customers now and in the 

future because the CAP allocation provides the most viable alternative to 

pumping groundwater, and accordingly, it is appropriate to provide cost recovery 

of the current M&l charges. If approved by the Commission, the Company is 

proposing to expense all future purchased CAP water charges. These charges 

include both the M&l charges and the delivery charges consisting of power and 

an operation, maintenance and return component. The effect of such ratemaking 

treatment on the Company’s adjusted operating income is discussed in 

conjunction with the discussion on pro forma adjustments to the income 

statement below. 

PLEASE DISCUSS THE PRO FORMA ADJUSTMENT IDENTIFIED AS 

OUTSIDE-FUNDED CWlP IN COLUMN (5) OF SCHEDULE B-2. 

Column (5) of Schedule B-2 is a pro forma adjustment to remove the outside- 

funded portion of the CWlP balance at the end of the test year and the 

associated customer advances from the calculation of rate base. This 
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3. 

4. 

2. 

4. 

2. 

i. 

adjustment is necessary to match Plant in Service with the Advances that have 

financed them. 

MS. HUBBARD, THE EXHIBIT IN THIS FILING DOES NOT INCLUDE 

SCHEDULES B-3 OR B-4. PLEASE EXPLAIN THE OMISSION OF THESE 

TWO SCHEDULES. 

For purposes of this rate filing only, the Company will agree that the Commission 

may use AWC’s original cost rate base as its “fair value” rate base in setting new 

rates. Therefore, the Company has not developed a Replacement Cost New 

Less Depreciation (“RCND”) rate base and has not submitted Schedules 8-3 and 

B-4, which pertain solely to an RCND rate base. 

PLEASE EXPLAIN SCHEDULE B-5. 

Schedule B-5 titled “Computation of Working Capital” is a two-page schedule 

presenting the working capital requirement of the Company. Working capital is a 

measure of Company funding of daily operating expenditures and other non-plant 

investments that are necessary to sustain ongoing operations of the utility. This 

measurement is designed to identify the average ongoing funding requirements 

for the test year. The components included in this working capital computation 

are materials and supplies inventory, prepayments, required bank balances and 

cash working capital. 

PLEASE DISCUSS THE MATERIALS AND SUPPLIES INVENTORY 

COMPONENT OF THE WORKING CAPITAL REQUIREMENT. 

Materials and supplies are included as a component of working capital to provide 

a return on the Company’s capital required to maintain a supply of materials 

necessary to carry on day-to-day operations and maintenance activities. The 

measurement of the materials and supplies inventory for working capital 

purposes is computed using the average of the thirteen monthly balances. 

Distortion caused when the inventory balances are volatile or experience cyclical 
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Q. 

4. 

2. 

4. 

Q. 

4. 

highs and lows is reduced by the use of a 13-month average of the monthly 

balances. 

PLEASE DISCUSS THE PREPAYMENTS COMPONENT OF THE WORKING 

CAPITAL REQUIREMENT. 

Prepayments are included as a component of working capital to recognize an 

investment of funds made by the Company. Prepayments represent payments of 

expenses made in advance of the period to which the expenses apply. 

Consistent with the calculation of the working capital allowance related to the 

Materials and Supplies inventory discussed above, a 13-month average balance 

is used to quantify the working capital allowance attributable to investments in 

prepayments, which is added to the Company’s rate base. 

PLEASE DISCUSS THE REQUIRED BANK BALANCES COMPONENT OF 

THE WORKING CAPITAL REQUIREMENT. 

Required bank balances on line 3 of Schedule B-5 represent the portion of the 

13-month average balance allocated to the Western Group for the test year using 

the three-factor ratio. 

PLEASE DISCUSS THE CASH WORKING CAPITAL COMPONENT OF THE 

WORKING CAPITAL REQUIREMENT. 

Cash working capital should represent the average amount of capital provided by 

the Company, over and above the investment in plant and other rate base items, 

to finance the cost of service during the time lag before revenues are collected. 

In conjunction with the other components of rate base, the overall purpose of the 

cash working capital component is to measure the amount of the Company’s 

capital required to provide service. There are several acceptable methods for 

computing the cash working capital component, but the Staff has adopted the 

use of the lead/lag methodology for determining cash working capital for large 

water utilities in this jurisdiction. The Company’s lead/lag cash working capital 
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Q. 

A. 

Q. 

4. 

VII. 

Q. 
4. 

calculation will be discussed in conjunction with the discussion of Schedule B-6 

below. 

PLEASE EXPLAIN SCHEDULE 6-6. 

Schedule B-6 titled “Summary of Lead/Lag Cash Working Capital” is a three- 

page schedule that details the calculation of the working cash component of the 

working capital calculation. To compute the working cash component of the 

working capital calculation, it is necessary to measure the time lag between 

services rendered and the receipt of revenues for those services. This 

measurement, referred to as the Dollar Days Revenue Lag, reflects the provision 

of working capital by the Company and is shown on Line 1 of Schedule B-6. It is 

also necessary to measure the time lag between the incurrence of expenses and 

the payment of those expenses, which offsets the revenue lag. This is referred 

to as the Dollar Days Expense Lag. The dollar days expense lag reflects the use 

of the Company’s working capital and is shown on Line 2 of Schedule B-6. 

When the Dollar Days Revenue Lag exceeds the Dollar Days Expense Lag, the 

Company is providing working capital. 

THE COMPANY’S CASH WORKING CAPITAL IS BASED UPON A 1999 

LEAD/LAG STUDY. HAVE THERE BEEN ANY CHANGES IN PROCEDURES 

OR POLICIES SINCE THE PERFORMANCE OF THAT STUDY WITH 

RESPECT TO THE WESTERN GROUP SYSTEMS? 

No, there have not been any changes, significant or otherwise, in the Company’s 

policies or procedures that impact the billing and collection procedures or 

revenue accounting and cash disbursement policies that were in place during the 

1999 period and formed the basis of the 1999 lead/lag study. 

Income Statements 

PLEASE EXPLAIN SCHEDULE C-I. 

Schedule C-I titled “Adjusted Test Year Income Statement” is a three-page 

exhibit setting forth the revenues and expenses for the Western Group and the 
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Q. 

A. 

Q. 

A. 

resulting net income, both on an historical unadjusted basis and on an adjusted 

(including pro forma adjustments) basis. Operating revenues and operating 

expenses and the resulting operating income are detailed on this schedule for 

each individual system. The below-the-line amounts have been allocated using 

the three-factor methodology consistent with the allocations made on Schedule 

E-2. For the Western Group, the adjusted net operating income is $1,462,933. 

PLEASE EXPLAIN SCHEDULE C-2. 

Schedule C-2 titled “Income Statement Pro Forma Adjustments’’ details the pro 

forma adjustments to the historical test year operating results based on known 

and measurable changes that the Company has identified as necessary and 

appropriate to a more normal and realistic level of revenues and expenses during 

the period the rates approved in this proceeding will be in effect. The pro forma 

adjustments are presented on a system-by-system basis. 

PLEASE DISCUSS THE CATEGORIES OF PRO FORMA ADJUSTMENTS 

THAT THE COMPANY IS PROPOSING TO THE HISTORICAL TEST YEAR 

FIGURES FOR THE WESTERN GROUP. 

The Company is proposing to adjust its historical test year revenue and expense 

levels for the following categories: 

Adjustment 1 - Eliminate Sales Tax From Revenue and Expense 

Adjustment 2 - Eliminate Purchased Power Adjustment Mechanism (“PPAM”) 
Revenue 

Adjustment 3 - Eliminate Unbilled Revenue-Net 

Adjustment 4 - Eliminate MAP Revenue and Expense 

Adjustment 5 - Annualize Additional Customer Revenue and Expense 

Adjustment 6 - Payroll Expense Annualized 

Adjustment 7 - Payroll Tax Annualized 

Adjustment 8 - Pension 

Adjustment 9 - Power and Water Costs Annualized 
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2. 

4. 

2. 

L. 

Adjustment 10 - Insurance 

Adjustment 11 - Chlorination Cost Adjustment 

Adjustment 12 - Water Testing Annualized 

Adjustment 13 - Tank Maintenance-Increase Annual Accrual 

Adjustment 14 - Amortization of 2003 Rate Case Expense 

Adjustment 15 - Depreciation Expense/CIAC Annualized 

Adjustment 16 - Property Taxes Annualized 

Adjustment 17 - Vehicle & Equipment Lease Costs 

Adjustment 18 - Federal Income Tax 

Adjustment 19 - State Income Tax 

Adjustment 20 - Tax Effect of Interest Synchronization 

Again, all of these adjustments are based on known and measurable 

changes in revenues and expenses that occurred either during the test year or 

before this application was filed. 

PLEASE EXPLAIN ADJUSTMENT I - ELIMINATE SALES TAX FROM 

REVENUE AND EXPENSE. 

Adjustment 1 - Eliminate Sales Tax From Revenue and Expense is a pro forma 

adjustment to remove revenue-based taxes from operating revenues and 

expenses. The purpose of the adjustment is to segregate revenues billed 

pursuant to the Company’s tariffs from total operating revenues, which include 

sales taxes, ACC assessments, and the Residential Utility Consumer Office 

(“RUCO”) assessments. The adjustment to remove sales taxes, ACC and RUCO 

assessments from revenues of $878,656 is the same amount removed from 

operating expenses (Other Taxes) for the Western Group.. Consequently, this 

adjustment has no effect on the Company’s adjusted test year operating income. 

PLEASE EXPLAIN ADJUSTMENT 2 - ELIMINATE PPAM REVENUE. 

Adjustment 2 - Eliminate PPAM Revenue is a pro forma adjustment to remove 

the revenues collected pursuant to the Company’s purchased power adjustment 
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Q. 

A. 

Q. 

4. 

mechanism (“PPAM”). These revenues reflect changes in purchased power 

costs from base levels approved in the Company’s last general rate case 

proceeding. The Company proposes that the adjustor mechanisms be reset to 

zero with new base levels established in this proceeding at the current level of 

expense. The adjustment to revenues to remove PPAM revenues for the 

Western Group is a negative $44,087. The effect of this adjustment is an 

increase in operating income. 

PLEASE EXPLAIN ADJUSTMENT 3 - ELIMINATE UNBILLED REVENUE- 

NET. 

Adjustment 3 - Eliminate Unbilled Revenue-Net is a pro forma adjustment to 

remove from revenues and expenses the effects of the year-end accounting 

requirement to accrue revenues earned but not yet billed and expenses incurred 

but not yet invoiced. In January of each year, the prior year’s unbilled revenue 

and expense accounting adjustments recorded in December are reversed. In 

December of each year, the revenues earned but not yet billed to customers and 

expenses incurred but not yet invoiced by suppliers are quantified and recorded 

as a year-end accounting adjustment. The effects of the January and December 

accounting adjustments are removed from the adjusted operating income by 

including this pro forma adjustment. For the Western Group, the adjustment to 

remove the effect of unbilled revenue accounting is an increase in revenues of 

$3,239 and the adjustment to remove the effect of the expenses relating to 

unbilled expense accounting is a decrease in expenses of $20,271. 

PLEASE EXPLAIN ADJUSTMENT 4 - ELIMINATE MAP REVENUE AND 

EXPENSE. 

Adjustment 4 - Eliminate Monitoring Assistance Program (“MAP”) Revenue and 

Expense is the pro forma adjustment necessary to remove the surcharge 

revenues and test year expenses associated with the Arizona Department of 

Environmental Quality’s (“ADEQ”) MAP. The MAP initially provided the required 
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testing for three categories of constituents: Inorganic, Synthetic Organic 

Chemicals and Volatile Organic Chemicals. In 2003, testing for asbestos, 

radionuclides and nitrite were added to the list of chemicals monitored under the 

program. Although, the Casa Grande water system has a population of over 

10,000 and is not required to participate in ADEQ’s MAP, Tierra Grande, a 

separate, unconnected water system consolidated for ratemaking purposes with 

the Casa Grande system, is required to participate in the program. 

For each system participating in the MAP, AWC must pay an annual fee to 

ADEQ, based on a formula in that agency’s regulations, which covers the normal 

testing requirements. Pursuant to the Company’s MAP Surcharge Tariff, MA- 

262, an annual filing is made with the Commission in October of each year to 

establish the surcharge to be effective in the forthcoming January. Any under- or 

over- collection of MAP expenses is rolled into the surcharge calculation for the 

effective period. The revenues of $9,432 collected in the 2003 test year were 

designed to recover the 2002 MAP expense of $10,644. The surcharge that is 

currently charged to customers in 2004 is designed to collect the 2003 MAP 

expense of $10,861 plus or minus any over- or under-recovered MAP expenses 

for 2002. The MAP surcharge revenues of $9,432 collected in 2003 and the 

MAP expenses of $10,861 recorded during 2003 should be removed from the 

test year operating income. Upon issuance of a decision in this docket, the 

annualized testing costs authorized in this proceeding for the Western Group 

systems to be reflected in subsequent MAP surcharge filings will be reset to zero. 

Differences in the MAP costs incurred and the MAP surcharge revenues 

collected are more appropriately reflected in the annual surcharge filings than in 

this rate filing. Since participation in MAP testing is required by ADEQ for water 

systems serving less than 10,000 customers, costs associated with MAP 

compliance should be segregated and separately reported on the customer’s bill. 
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4. 

1. 

9. 

WHAT ARE THE ADVANTAGES OF RETAINING THIS RATEMAKING 

PROCEDURE FOR MAP COSTS? 

There are several benefits to retaining the procedure as currently designed. For 

instance, since the testing costs are outside the control of the Company and set 

by another State agency independent of the ACC, it is beneficial to inform 

customers on their bills that participation in MAP testing is required by the ADEQ 

and not the ACC. Additionally, the MAP surcharge procedure provides a direct 

benefit to customers when MAP program cost reductions realized in the past 

were passed on to customers by way of a reduced MAP surcharge. 

Furthermore, changes in program costs can be reflected in rates in a more timely 

fashion as demonstrated in the October 2003 invoices, which reflect an 

increased MAP expense level of $11,133 for 2004 versus the 2003 MAP 

expense of $1 0,861. 

PLEASE EXPLAIN ADJUSTMENT 5 - ANNUALIZE ADDITIONAL CUSTOMER 

REVENUE AND EXPENSES. 

Adjustment 5 - Annualize Additional Customer Revenue and Expenses is a pro 

forma adjustment that adjusts revenues and expenses to recognize the number 

of customers served by the Western Group at the end of the test year: 20,266 

customers. During the test year, the Western Group served an average of 

19,596 customers, a difference of 670 customers. If the additional 670 

customers being served at the end of the test year had taken service for the full 

year, revenues would have been approximately $220,504 higher and expenses 

would have been $104,675 higher for the Western Group. 

The net effect of the annualization of revenues and expenses associated 

with the test year-end level of customers is an increase in operating income of 

$1 15,829. The Company computed average revenue per customer using only 

the 5/8-inch meter size because the majority of the growth in the Western Group 
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Q. 

A. 

Q. 

A. 

systems for the test year occurred in the 5/8-inch meter group, as shown on the 

following table: 

Increase in 

Customer Class Customers % of Total 

Residential 644 96% 

Commercial 15 2% 

Industrial 0 0% 

Fire Sprinkler 9 2% 

Other - 2 0 %  

Total 670 100% 

PLEASE EXPLAIN ADJUSTMENT 6 - PAYROLL EXPENSE ANNUALIZED. 

Adjustment 6 - Payroll Expense Annualized is a pro forma adjustment to reflect 

pay rates in effect at the end of the test year for a full year. This adjustment is 

intended to recognize pay rate changes that occurred throughout the year as 

though they were in effect for the entire year. The adjustment to annualize 

payroll expense for the Western Group is $44,498. 

PLEASE EXPLAIN ADJUSTMENT 7 - PAYROLL TAX ANNUALIZED. 

Adjustment 7 - Payroll Tax Annualized is a pro forma adjustment that adjusts 

payroll related taxes to correspond to the pro forma payroll expense annualized 

in Adjustment 6 - Payroll Expense Annualized. The 2004 federal unemployment 

tax rate of 6.2% applicable to the first $7,000 of employee wages has not 

changed from the 2003 levels. The 2004 state unemployment tax rate for the 

Company of .37% has changed from the 2003 tax rate of .23%, but the 

applicable wage base of $7,000 has remained in effect. The 2004 Medicare rate 

of 1.45% applicable to all covered wages has not changed from the 2003 levels, 

The 2004 social security tax rate of 6.2% is the same as the 2003 rate, but the 

2004 wage base limit has increased to $87,900 from the 2003 wage base limit of 
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Q. 

A. 

Q. 

A. 

$87,000. The total pro forma payroll tax adjustment for the Western Group is an 

increase in expenses of $6,938. 

PLEASE EXPLAIN ADJUSTMENT 8 - PENSION. 

Adjustment 8 - Pension is the pro forma adjustment that adjusts the Company’s 

401 (k) expense to incorporate the pro forma payroll expense annualization 

adjustment discussed above. The 401(k) expense is based upon payroll 

expense. For the Western Group, the 401(k) expense adjustment is an increase 

of $2,501. 

PLEASE EXPLAIN ADJUSTMENT 9 - POWER AND WATER COSTS 

ANNUALIZED. 

Adjustment 9 - Power and Water Costs Annualized is the pro forma adjustment 

to reflect the most current known and measurable cost of power and water for all 

of the providers of purchased power and water in the Western Group systems. 

The adjustment is computed by applying the current unit cost of power and water 

to test year consumption levels for each of the individual systems. 

The Company purchases potable water for the Ajo system from Ajo 

Improvement Company. The ACC granted Ajo Improvement Company a rate 

increase effective July 1, 2004. Decision No. 67092 (June 29, 2004). The 

Commission’s decision increased the monthly minimum that Arizona Water will 

pay to Ajo Improvement Company from $200 per month to $210 per month. In 

addition, the decision increased the commodity rate from $2.54 per thousand 

gallons to $2.80 per thousand gallons. 

A pro forma adjustment increasing the purchased water costs by $5,992 is 

necessary to annualize the effect of this increase in the cost to purchase water 

from Ajo Improvement Company for the Ajo system. Accordingly, the PWAM 

rate for the Ajo system should be set to zero and the new base cost of purchased 

water will be $2.85 per thousand gallons ($1 62,875.50/57,201 gallons). 

However, it is important to note that this level of purchased water expense is 
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2. 

4. 

already included in the Ajo customers’ water bills and this pro forma adjustmen 

effectively incorporates the Ajo Improvement Company rate increase into base 

rates for the Ajo system. Since the Ajo customers are already paying this 

increased water cost, their actual rate increase will be $5,992 less, 0 1  

approximately 20%, rather than the 21.4% increase shown on Schedule A-I , line 

13. 

PLEASE CONTINUE. 

The Company purchases CAP water for its Casa Grande, White Tank, and 

Coolidge systems from the CAWCD at rates that are adjusted annually. During 

June 2004, the Company received the final rate sheets for M&l charges and 

delivery charges that will be in effect beginning January 1, 2005. The test year 

M&l rate of $32 per acre-foot will decrease to $28 per acre-foot, and the test year 

delivery rate of $74 per acre-foot will increase to $79 per acre-foot. Under the 

Company’s CAP proposal, the M&l charges will be expensed upon issuance of a 

Commission decision in this proceeding. CAWCD requires payments for the 

monthly water order two months in advance of delivery. Therefore, the payment 

for the January water order based on the new $79 rate will be made in November 

2004. To reflect this increase in purchased CAP water costs and include the 

effect of the Company’s proposal to begin expensing the M&l charges requires a 

pro forma adjustment of $159,449 for the Casa Grande system, $27,104 for the 

White Tank system, and $56,000 for the Coolidge system. 

The Company buys power for the Western Group from Arizona Public 

Service Company, Electric District No. 2, Electric District No. 4, Ajo Improvement 

District, and the San Carlos Irrigation Project. The Company’s pro forma 

adjustment to reflect changes in the power cost rates for the Western Group is a 

reduction in power costs of $2,337. The PPAM rates for the affected systems 

should be reset to zero with recognition of the lower pro forma level of purchased 

power costs per gallon pumped for each respective system. 
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Q. 

A. 

Q. 

4. 

a. 
4. 

2. 

ARE ANY OTHER PURCHASED WATER EXPENSES INCLUDED IN 

ADJUSTMENT 9 - POWER AND WATER COSTS ANNUALIZED? 

Yes, adjustment 9 also includes a pro forma adjustment to amortize the deferred 

M&l charges discussed earlier in this testimony to expense over a ten-year 

period. The resulting annual amortization expense for the Western Group is 

$507,808 consisting of $352,580 for the Casa Grande system, $50,627 for the 

White Tank system and $1 04,601 for the Coolidge system. 

WOULD YOU PLEASE EXPLAIN THE RATIONALE FOR THE SELECTION OF 

A TEN-YEAR AMORTIZATION PERIOD FOR THE RECOVERY OF THE 

DEFERRED M&l CHARGES? 

As discussed in detail above, the Commission addressed the recovery of 

deferred CAP M&l charges for Sun City Water Company and Sun City West 

Utilities Company, now operational districts of Arizona-American Water 

Company, in Decision No. 62293. In AWC's last rate case involving its Eastern 

Group systems, Decision No. 66849, the Commission addressed the recovery of 

deferred CAP M&l charges for the Company's Apache Junction system. In both 

decisions, the Commission adopted an amortization period that was consistent 

with the period of time that the deferral had accumulated. In this case, the 

deferral has accumulated over a period of ten years (1 993-2003). 

PLEASE EXPLAIN ADJUSTMENT 10 - INSURANCE. 

Adjustment 10 - Insurance is the pro forma adjustment necessary to reflect the 

changes in insurance premiums for life insurance, medical insurance, dental 

insurance , long-term d isa b i I ity ins u ra nee, worker's com pe nsa t io n insurance and 

liability insurance. The total increase in premiums from the 2003 levels that the 

Company will experience in the upcoming year for the Western Group is 

$28,675. 

PLEASE EXPLAIN ADJUSTMENT 1 I - CHLORINATION COST 

ADJUSTMENT. 
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Q. 
4. 

3. 

4. 

Adjustment 11 - Chlorination Cost Adjustment is the pro forma adjustment to 

annualize chlorination expenses resulting from changes to the chlorination 

program for the Western Group, as discussed by Mr. Henderson in his direct 

testimony. The adjustment decreases operations and maintenance expenses by 

$1 9,849. 

PLEASE EXPLAIN ADJUSTMENT 12 - WATER TESTING ANNUALIZED. 

Adjustment 12 - Water Testing Annualized is the pro forma adjustment required 

to reflect the current level of water testing costs for the Western Group. This 

adjustment does not include water-testing costs billed by ADEQ under the MAP. 

Adjustment 4 above discusses the treatment of MAP testing costs in this 

proceeding . 

The water testing costs that are annualized by this adjustment are costs 

associated with complying with the testing requirements for constituents not 

included in the MAP, such as BACTI, Nitrates, Nickel, Sodium, Sulfate, and 

Radiochemical. The Company has the responsibility of administering all of the 

required constituent tests for each of the Western Group systems not included in 

the MAP. These non-MAP testing costs were annualized by identifying the 

required number of tests for constituents not covered by the MAP. The resulting 

figure was multiplied by the required testing frequency and the most current 

actual cost of performing the tests. The pro forma adjustment for the non-MAP 

water testing expenses is an increase of $3,311 for the Western Group. 

PLEASE EXPLAIN ADJUSTMENT 13 - TANK MAINTENANCE-INCREASE 

ANNUAL ACCRUAL. 

Adjustment 13 - Tank Maintenance-Increase Annual Accrual is the pro forma 

adjustment necessary to reflect the costs associated with the changes that the 

Company has adopted in its tank maintenance program since the 1990 test year, 

the benefits of which are more fully explained in Mr. Henderson's direct 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

testimony. The effect of these changes is an increase in expense of $40,115 for 

the Western Group. 

PLEASE EXPLAIN ADJUSTMENT 14 - AMORTIZATION OF 2003 RATE 

CASE EXPENSE. 

Adjustment 14 - Amortization of 2003 Rate Case Expense is the pro forma 

adjustment that is necessary to include a portion of the costs to prepare and 

present this rate increase request for the Western Group. The Company is 

proposing to amortize the estimated rate case expenses of $253,550 over a 

three-year period resulting in a pro forma adjustment of $84,517 a year for three 

years. 

WHY DID THE COMPANY CHOOSE A THREE YEAR AMORTIZATION? 

In conjunction with its request for a Western Group Arsenic Cost Recovery 

Mechanism, the Company anticipates that it will be ordered to file a Western 

Group rate case using a 2006 test year. This was the case with the 

Commission’s recent approval of a similar mechanism for AWC’s Northern and 

Eastern Groups. 

PLEASE EXPLAIN ADJUSTMENT 15 - DEPRECIATION EXPENSE/CIAC 

ANNUALIZED. 

Adjustment 15 - Depreciation Expense/CIAC Annualization is a pro forma 

adjustment with two components. The purpose of the first component of the 

adjustment, depreciation expense annualized, is to annualize depreciation 

expense to reflect a full year of depreciation expense on test year end plant. 

To compute the pro forma adjustment needed to annualize depreciation 

expense on test year-end plant levels, depreciation expense is computed on 

plant in service balances as of December 31, 2003. This computed expense is 

compared to the test year 2003 recorded depreciation expense to compute the 

adjustment necessary to properly reflect the depreciation expense for the 

31 
I \RATECASEU004\~STIMONYWUBBARD\FINAL_0903M. DOC 
XX JRC I 08 08 9/3/04 



I 
I 
I 

I 
I 
I 
I 

I 
I 

I 

I 

I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

2. 

4. 

adjusted test year. The adjustment to annualize the depreciation expense for the 

Western Group is $22,548. 

The purpose of the other component of this pro forma adjustment, ClAC 

annualized, is to annualize the effect of converting to a component depreciation 

methodology on the annual ClAC amortization. Regarding the ClAC annualized 

component of this pro forma adjustment, in the Company’s recent Eastern Group 

rate case proceeding, the Company proposed and the Commission adopted the 

use of a composite depreciation rate to amortize contributions in aid of 

construction. Decision No. 66849 at 16. The Company computed the composite 

rate by isolating plant accounts that typically include contributed plant. The 

accounts included in that calculation are Transmission and Distribution Mains, 

Fire Sprinkler Taps, Services, Meters, and Hydrants. For purposes of this 

proceeding, the Company has followed the same procedure adopted in the 

Eastern Group proceeding to develop a composite rate of 2.00%. Applying this 

rate to the test year-end CIAC balance of $8,837,180 results in a total Western 

Group amortization of $176,744. This amount is then compared to the test year 

level of ClAC amortization of $214,164, resulting in a reduction in the annual 

amortization of $37,420, which has the effect of increasing the total depreciation 

expense as reflected in this pro forma adjustment. 

The total pro forma adjustment for the depreciation annualization and 

ClAC annualization is $59,968 ($22,548 +$37,420). 

MS. HUBBARD, DOES THE PRO FORMA ADJUSTMENT TO ANNUALIZE 

DEPRECIATION EXPENSE INCORPORATE THE EFFECTS OF USING 

COMPONENT DEPRECIATION RATES AS ORDERED IN DECISION NO. 

64282 (DECEMBER 28,2001)? 

Yes, component depreciation rates have been used to develop the adjusted test 

year depreciation expense. The rates were developed in the Company’s last 

depreciation study as authorized in Decision No. 58120 and formed the basis of 
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a. 
9. 

Q. 

\. 

a. 
i. 

the composite rate of 2.59 percent that was used in that test year and years 

subsequent to the issuance of that decision. The conversion to the use 01 

individual depreciation accounts is discussed in Mr. Kennedy’s direct testimony. 

PLEASE EXPLAIN ADJUSTMENT 16 - PROPERTY TAXES ANNUALIZED. 

Adjustment 16 - Property Taxes Annualized is a pro forma adjustment to test 

year property taxes to reflect the effect of known and measurable changes in 

revenues as reflected in this rate application on property tax expense. The pro 

forma adjustment utilizes the current methodology used by the Arizona 

Department of Revenue to determine an amount that is referred to as full cash 

value for each of the Company’s systems. It is the same methodology adopted 

by the Commission in Decision Nos. 64282 and 66849 for the Company’s 

Northern Group and Eastern Group water systems, respectively. The resulting 

adjustment to the property tax expenses for the Western Group is an increase of 

$1 32,484. 

PLEASE EXPLAIN ADJUSTMENT 17 - VEHICLE AND EQUIPMENT LEASE 

COSTS. 

Adjustment 17 - Vehicle And Equipment Lease Costs is a pro forma adjustment 

to the test year level of vehicle and equipment lease costs to annualize the cost 

of leased vehicles and equipment that were added during 2003. The effect of 

this adjustment is an increase in expense of $20,871 for the Western Group. 

PLEASE EXPLAIN ADJUSTMENT 18 - FEDERAL INCOME TAX. 

Adjustment 18 - Federal Income Tax is a pro forma adjustment to reflect the 

federal income tax effect of the pro forma adjustments included on Schedule C-2. 

In compliance with Decision No. 53537 (April 27, 1983), in which the Commission 

authorized AWC to normalize only those tax benefits associated with utility 

property placed in service after December 31, 1980, the tax benefit associated 

with the CAP M&l charges that the Company now requests to amortize was 

previously flowed-through to income and a current tax deduction is, therefore, not 
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available for this expense. Accordingly, the federal income taxes have been 

computed excluding this expense. 

PLEASE EXPLAIN ADJUSTMENT 19 - STATE INCOME TAX. 

Adjustment 19 - State Income Tax is a pro forma adjustment to reflect the state 

income tax effect of the pro forma adjustments included on Schedule C-2. It 

should be noted that the tax benefit associated with the CAP M&l charges that 

the Company now requests to amortize was previously flowed-through to income 

and a tax deduction is not available for this expense. Accordingly, the State 

income taxes have been computed excluding this expense. 

PLEASE EXPLAIN ADJUSTMENT 20 - TAX EFFECT OF INTEREST 

SYNCHRONIZATION. 

For ratemaking purposes, a utility’s revenue requirement includes the recovery of 

interest expense, the basis of which is the weighted cost of debt inherent in the 

overall rate of return applied to the authorized rate base. It is this interest 

expense that should be reflected as the interest deduction for purposes of 

calculating the tax expense for ratemaking purposes. 

The Tax Effect of Interest Synchronization adjustment computed on 

Adjustment 20 is necessary to match the rate base used in determining revenue 

requirements with the proportionate part of the total amount of debt and equity 

used to determine the cost of capital. The amount of interest expense for each 

Western Group system should be the same as the amount of interest expense 

deducted from revenues in calculating each system’s tax expense. 

Synchronizing the interest deduction for ratemaking with the interest deduction 

for financial reporting purposes as reflected in Adjustment 20 accomplishes this 

goal. 

PLEASE EXPLAIN SCHEDULE C-3. 

Schedule C-3 titled “Computation of Gross Revenue Conversion Factor” shows 

the development of the Gross Revenue Conversion Factor. The Gross Revenue 
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Conversion Factor used by the Company is 1.63245 for the test year 2003. Thc 

revenue conversion factor is used to gross up an income requirement to i 

revenue requirement or, simply stated, it requires revenue in excess of one dollar 

to generate one dollar of income due to factors such as taxes imposed or 

revenues. For the Company, the Gross Revenue Conversion Factor recognizes 

the effective federal income tax rate of 31 35676% and the effective state income 

tax rate of 6.95169% and a bad debt factor of .2341% to generate a revenue 

multiplier of 1.63245. This is the same methodology as adopted in the decision 

in the Company’s recent Eastern Group rate proceeding. Decision No. 66849 a1 

page 24; Exhibit C. 

tlll. Companv’s Financial Statements 

3. RULE R14-2-103 REQUIRES THE FILING OF FINANCIAL STATEMENTS AND 

STATISTICAL SCHEDULES. MS. HUBBARD, IS IT PART OF YOUR 

U \ R A ~ C A S E U 0 0 4 \ ~ S T I M O N Y \ ” A L _ 0 9 O 3 M , D O C  
XXX:JRC I08:08 9/3/04 

TESTIMONY TO SPONSOR THE E-SERIES OF SCHEDULES? 

4. Yes. 

Q. PLEASE PROVIDE A BRIEF OVERVIEW OF THE E-SERIES SCHEDULES 

THAT YOU ARE SPONSORING IN THIS PROCEEDING. 

Schedule E-1 titled “Comparative Balance Sheets-Total Company-Prior Years 

2001 & 2002 and Test Year 2003” sets forth the balance sheets of the Company 

as of the end of years 2001,2002, and 2003. 

4. 

Schedule E-2 titled, “Comparative Income Statements-Total Company and 

Western Group-Prior Years 2001 & 2002 and Test Year 2003” includes the 

income statements of the Company for the years 2001, 2002, and 2003. Since 

complete financial statements are prepared on a total Company basis and not on 

an individual group or system basis, the below-the-line items have been allocated 

using the three-factor methodology used in the Company’s Northern Group and 

Eastern Group filings. 
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Schedule E-3 titled “Comparative Statement of Cash Flows-Total 

Company-Test Year 2003 and Prior Years 2002 & 2001” presents the statements 

of cash flows of the Company for the years 2001,2002, and 2003. Schedule E-4 

titled “Statement of Changes in Stockholder’s Equity-Total Company- Prior Years 

2001 & 2002 and Test Year 2003” summarizes changes in the stockholders’ 

equity components since January 1 I 2001 to the end of the test year. 

Schedule E-5 titled “Detail of Utility Plant at End of Prior Year 2002 and 

Test Year 2003” is a three-page schedule that provides a summary of changes in 

the plant balances by plant account number for the Western Group systems for 

the test year. Schedule E-6 titled “Comparative Operating Income Statements- 

Test Year 2003 and Prior Years 2002 & 2001” is a two-page schedule that 

presents operating income statements for each of the Western Group systems 

for the years 2001,2002, and 2003. 

Schedule E-7 titled “Operating Statistics-Test Year 2003 and Prior Years 

2002 & 2001” is a two-page schedule that sets forth the Western Group’s 

statistics based upon sales quantities and customer information for the years 

2001, 2002, and 2003. Schedule E-8 titled “Taxes Charged to Operations-Test 

Year 2003 and Prior Years 2002 & 2001” is a two-page schedule that provides 

details regarding taxes incurred by the Company for the years 2001, 2002, and 

2003. 

Schedule E-9 titled “Notes to Financial Statements’’ is a copy of the 

Company’s 2003 audited financial statements with requisite notes to the financial 

statements. 

MS. HUBBARD, PLEASE TURN YOUR ATTENTION TO THE F-SERIES OF 

SCHEDULES IN YOUR EXHIBITS. ARE YOU ALSO SPONSORING THE F- 

SERIES OF SCHEDULES? 

Yes. 
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Q. 

A. 

2. 

4. 

PLEASE PROVIDE A BRIEF OVERVIEW OF THE F-SERIES SCHEDULES 

THAT YOU ARE SPONSORING IN THIS PROCEEDING. 

The F-Series of schedules in the ACC’s rate application filing requirements are 

labeled “Projections and Forecasts”. As such, the F-Series of schedules provide 

a comparison of current results of operations using different assumptions to 

project future operating results. More specifically, Schedule F-I titled “Projected 

Income Statements-Western Group-Test Year 2003 and Projected Year 2004’’ 

forecasts 2004 income using the Western Group’s test year billing determinants 

and the proposed rate design. 

Schedule F-I is presented for the Western Group for purposes of this 

proceeding. Schedule F-2 titled, “Statement of Cash Flows-Present and 

Proposed Rates-Total Company-Test Year 2003 and Projected Year 2004” has 

been prepared for the test year 2003 and presents the projected data on a Total 

Company basis. Schedule F-3 titled “Projected Construction Requirements - 
Test Year 2003 and Projected Years 2004, 2005 & 2006” shows the Company’s 

projected construction expenditures for the years 2004, 2005, and 2006 for the 

Western Group. This schedule details the total construction expenditures shown 

on Schedule A-4 segregated on a functional basis: production plant, water 

treatment plant, transmission and distribution plant, and general plant. 

Schedule F-4 titled “Assumptions Used in Developing Projections - 
Western Group - Projected Year 2004” provides a general description of the 

assumptions used in developing 2004 projections for customer growth, customer 

water demand, changes in expenses and construction requirements. 

HAS THE ACC REQUESTED ANY SUPPLEMENTARY INFORMATION IN 

ADDITION TO ITS STANDARD FILING REQUIREMENTS THAT YOU ARE 

SPONSORING IN THIS PROCEEDING? 

Yes, I am sponsoring supplementary information in addition to that specifically 

required for Class A utilities. AWC’s most recent ADEQ annual sampling fee 
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9. 

4. 

invoices for the MAP received October 30, 2003 for the affected Western Group 

systems have been appended to the Company’s application as Appendix A, item 

2. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

Yes, it does. 

577598/12001.189 
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1. 

Q. 

A. 

Q. 

A. 

ARIZONA WATER COMPANY 

Direct Testimony of 

Ralph J. Kennedy 

Introduction and Qualifications 

WHAT IS YOUR NAME, EMPLOYER AND OCCUPATION? 

My name is Ralph J. Kennedy. I am employed by Arizona Water Company 

(“Company”) as Vice President and Treasurer. 

PLEASE DESCRIBE YOUR WORK EXPERIENCE AND EDUCATIONAL 

BACKGROUND. 

I was employed by the Arizona Water Company in January 1987 as Vice 

President and Treasurer. My previous regulatory experience was as Chief of the 

Accounting and Rates section of the Arizona Corporation Commission (“ACC” or 

“Commission”) from 1985 to 1986 and as Manager of Accounts and Finance for 

the Illinois Commerce Commission from 1974 to 1978. In addition to my 

regulatory work, I have also been employed as a management consultant with 

the firm of Booz, Allen & Hamilton, as Assistant to the Illinois Director of Revenue 

and as a programmer analyst. I have also been self-employed as an independent 

trader on the Chicago Board Options Exchange and as a consultant on 

government accounting system and controls. 

I completed my undergraduate work at the University of Illinois - Chicago 

and received a B.S. with an accounting concentration. I continued my education 

at the University of Chicago where I earned an M.B.A. with a major in accounting 

and behavioral science. I am a C.P.A. in Illinois and Arizona and a member of 
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Q. 

II. 

Q. 

A. 

both the Arizona Society of Certified Public Accountants and the American 

Institute of Certified Public Accountants. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to provide an overview of the Western Group 

filing and discuss the following topics: 

0 

0 

Post-test year plant additions (PTYPA). 

The need for a modified arsenic cost recovery mechanism (ACRM) for the 

Western Group. 

The change in depreciation methodology required by Decision No. 64282. 

The pros and cons of purchased power and purchased water adjustor 

mechanisms. 

0 

0 

0 

0 Rate design. 

Overview Of Filing 

PLEASE DESCRIBE THE WESTERN GROUP RATE FILING. 

The Company filed an application with the ACC to adjust its rates and charges 

for its Western Group water systems based on operating results and investment 

in the water systems for the adjusted test year of 2003. As of December 2003 the 

Western Group included five systems serving 20,266 customers as shown in the 

following table. 

The weighted cost of capital. 
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Table 1 

1990 - 2003 
Customers @ 12/31/03 Avg. Annual 
Number % Total Growth Rate 

Casa Grande 14,981 73.9% 4.5% 
Stanfield 21 8 1.1% 1.6% 
White Tank 1,337 6.6% 6.0% 
Ajo Heights 68 1 3.4% 0.5% 
Coolidge 3,049 15.0% 0.8% 
Total Western Group 20,266 100.0% 3.7% 

The White Tank and Casa Grande systems, located on the growing western and 

southern edges of the Phoenix metropolitan area, were the Western Group's 

fastest growing systems at 4.5% and 6.0%, respectively. The three slower 

growing systems range from 218 to 3,049 customers and average only 1,321 

customers. Over the 13 year period since 1990, Stanfield, Ajo and Coolidge have 

experienced a below average annual rate of customer growth of 1.6%, 0.5% and 

0.8%, respectively. 

The current water rates, based on operating results and investment for test year 

1990, became effective in January 1993. There have been numerous changes in 

the economy and the Company's operations since 1990. Although annual 

inflation rates have been more moderate in the 1990's than in the 1 9 8 0 ' ~ ~  the 

following chart demonstrates that inflation has increased more than 38% over the 

period from 1990 through May 2004. By the time the rates authorized in this 

proceeding become effective in late 2005 or early 2006, the CPI will have 

increased well over 40%. 
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Annual & Cumulative Increase In CPI - 1990 Through 
5/30/2004 

I =Annual CPI +Cumulative CPI I 

Since 1990, the general costs of doing business, such as salaries, 

supplies, employee health insurance, liability insurance, property insurance, 

property taxes, city sales taxes, state sales taxes, purchased power, and 

purchased water costs, have increased significantly. Regulatory changes, such 

as the amendments to the Safe Drinking Water Act that have required increased 

water testing, treatment, and consumer reporting, have further aggravated the 

impact of increasing price levels on the Company's operating expenses. As the 

following chart demonstrates, in the three systems with the fastest customer 

growth, the growth in expenses has surpassed the growth in revenue. 
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Comparative Change In Operating Revenue & Expense 
1990 To 2003 Actual 

Casa Stanfield White Ajo Coolidge 
Grande Tank 

10 Operating Revenue W Operating Expenses I 

Since 1990, the Company's net investment in additional water storage 

tanks, water mains, wells, increased pressure boosting capacity, back-up power 

supplies, chlorination equipment and other facilities for the Western Group 

systems has increased 67%, from $14.5 million to $24.2 million. This $9.7 million 

increase occurred over 11 years, at a rate of approximately $882,000 per year. 

Increases in plant facilities, such as described above, lead directly to 

increased depreciation expense, which more than doubled over the I990 - 2003 

period, Numerous other expense categories that are outside the Company's 

control also had double-digit percentage increases, including city sales taxes, 

state sales taxes, and purchased water, as illustrated on the following chart. 
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Increase In Specific Western Group Expenses 1990 - 2003 

Water Income Purchase Purchase State )epreciati Property City sales Sa,es 
on 1 Taxes 1 taxes 1 Taxes 1 1 Taxes I d Power 1 d Water )'""pent :::e 1 

653,000 1 583,000 1 128,000 I 308,000 I 68,000 I 573,000 I 785,000 I 150,000 I 143,000 I 46,000 I 

Test year 2003 data indicates that the current adjusted rate of return on each of 

the five Western Group systems' Adjusted Rate Base is below the current 10.5% 

weighted cost of capital: 

Casa Grande 5.37 % 

Stanfield 8.24 % 

White Tank 4.97 % 

Ajo 4.10 % 

Coolidge 2.64 % 

The revenues based on the test year 1990 rates are inadequate to cover the 

current cost of service and provide a reasonable rate of return on the Company's 

investment in water system facilities. 
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Q. 

A. 

Q. 

A. 

Post-Test Year Plant Additions (PTYPAI 

WHAT TYPES OF PROJECTS ARE INCLUDED IN PTYPA? 

PTYPA consist of non-revenue producing plant placed in service following the 

end of the TY, but early enough so that it may be physically inspected by Staff or 

intervenors and have its construction costs verified. It is necessary to match the 

changes in the updated capital structure that financed the additional non-revenue 

producing PTYPA with the additions by adding them to rate base. They represent 

the Company's investment in necessary and useful utility plant facilities that 

improve service, reliability or water quality for existing customers. They include 

projects such as replacing existing mains that are deteriorated or undersized for 

existing conditions, adding or upgrading chlorination units, cathodic protection for 

tanks, new or improved control circuits or water treatment projects required to 

meet federal or Arizona safe drinking water standards. Arsenic treatment facilities 

obviously fall into this category. 

WHY SHOULD PTYPA BE INCLUDED IN THE COMPANY'S TEST YEAR 

RATE BASE? 

There are two considerations that support the inclusion of PTYPA in the 

Company's rate base. First, the cost of the additional plant, because of the 

relatively short nature of the individual projects, does not include any allowance 

for funds used during construction (AFUDC). The Uniform System of Accounts, 

in describing the elements of construction cost, state that AFUDC " includes the 

net cost for the period of construction of borrowed funds used for construction 
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2. 

purposes and a reasonable rate on other funds when so used."' In fact, none of 

the Company's construction projects are charged AFUDC because of their 

generally short construction period. Therefore, PTYPA should be included in rate 

base so that the current ratepayers provide a return on the plant that is serving 

them along with the related depreciation expense. 

Second, the October 1999 Interim Water Utility Task Force Report 

recognized the benefits of using a future test year to set rates as 30 other states 

did at the time: "A future test year policy may encourage necessary capital 

expenditure by Arizona's water companies. This is because such a policy would 

result in a reduction of the "regulatory lag" often associated with recovery of such 

expenses." In the Report, Staff did not endorse a future test year policy for 

Arizona because it believed the Commission was currently using a very 

reasonable combination of historical and future test years. Staff then 

recommended developing a policy/rule for allowing pro forma adjustments for 

future plant additions meeting specific requirements such as: 

1. 

2. 

one year. 

3. 

customers. 

WHAT AMOUNT OF ARSENIC TREATMENT FACILITY PTYPA IS THE 

COMPANY PROPOSING TO INCLUDE IN RATE BASE? 

Revenue-neutral plant that will serve existing customers not future growth. 

The plant will be installed within a specific time frame, preferably within 

The plant is necessary to provide proper and adequate service to existing 

Uniform System of Accounts for Class A Water Utilities, National Association of Regulatory Utility Commissioners, Washington, D.C. (1996) 
1. 
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1. 

4. 

v. 

2. 

A. 

None. In previous cases the Company has analyzed its construction budget to 

determine the amount of non-revenue producing plant that would be completed 

and placed in service early enough in the rate case process to be audited and 

inspected by Staff. In this case, 73% of the 2004 construction budget consists 01 

required arsenic treatment facilities. Although these facilities are clearly non- 

revenue producing, at this time it is not known if they will be acquired by 

purchase or lease. Although a recovery of the arsenic treatment facility 

acquisition costs is necessary, whether leased or purchased, a pro forma 

adjustment for PTYPA would not cover lease acquisition costs. The special 

circumstances of this case are such that a more comprehensive and timely 

approach is being proposed to address the costs and expenses of acquiring and 

operating required arsenic treatment facilities for the Western Group. 

ASIDE FROM REQUESTING A MODIFIED ARSENIC COST RECOVERY 

METHODOLOGY, WHAT OTHER P N P A  IS THE COMPANY PROPOSING TO 

INCLUDE IN RATE BASE? 

None. Although the Company will add additional, revenue-neutral plant during 

2004 (and in 2005), the Company is not requesting an adjustment to rate base to 

include that plant so that this case will be simpler and can be processed more 

quickly. 

Modified Arsenic Cost Recovery Methodolonv 

DO ANY OF THE WESTERN GROUP SYSTEMS REQUIRE ARSENIC 

TREATMENT TO MEET THE NEW MCL REQUIREMENT? 

Yes, three systems, Casa Grande, Stanfield and White Tank, will require 

treatment facilities to meet the 10 parts per billion (PPB), maximum contaminant 
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Q. 

A. 

3. 

level (MCL), which must be met by January 23, 2006. Although the water for the 

Company's Ajo system will also require additional treatment, this is the 

responsibility of the Ajo Improvement Water Company from whom the Company 

purchases the water. 

WHAT WILL IT COST TO ACQUIRE THE REQUIRED ARSENIC TREATMENT 

FACILITIES IN THESE THREE SYSTEMS? 

Over the remainder of 2004 and 2005, a period less than 16 months, the 

Western Group's costs to design, acquire, and install the required arsenic 

treatment facilities for Casa Grande, Stanfield and White Tank are estimated to 

be over $13.6 million. Kennedy Direct, p8, line 5, Phase II Docket No. W- 

01 445A-00-0962. AS shown in the following table, this investment ranges from 

37% to 187% of the existing adjusted rate bases for the three systems and 

represents 55% of the combined systems' total rate base. 

Table 2 

Rate Base Arsenic Treatment Plants 
System A-1 Adjusted Amount YO Rate Base 

Casa Grande $2 1,996,652 $12,070,428 55% 
Stanfield $3 14,13 1 $585,994 187% 
White Tank $2,44 1,155 $899.549 37% 

Total $24,75 1,938 $13,555,97 1 55% 

Designing, acquiring, and installing the required arsenic treatment plants over the 

remainder of 2004 and 2005 is obviously a major financial undertaking for the 

Company. 

SINCE AN ARSENIC COST RECOVERY MECHANISM (ACRM) HAS NOT YET 

BEEN APPROVED FOR CASA GRANDE, WHY HASN'T THE COMPANY 
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Q. 

A. 

a. 

4. 

REQUESTED THAT THE 2004 PHASE OF ARSENIC TREATMENT 

FACILITIES BE INCLUDED IN RATE BASE AS PTYPA? 

Treating the required arsenic treatment facilities as PTYPA could be a solution 

depending on the acquisition method and timing. However, at this time the 

Company does not know if the required arsenic treatment facilities as shown 

above will be purchased and then included in plant in service or leased. If leased, 

the acquisition costs would be an operating expense that would not qualify as 

PTYPA. 

DO YOU ANTICIPATE DIFFICULTIES FINANCING THE REQUIRED ARSENIC 

TREATMENT FACILITIES? 

No. However, acquiring the required arsenic treatment facilities is a major 

financial and operational undertaking for the Company. The Western Group's 

needs are only part of the arsenic financing requirements the Company faces. 

During the same period, from now until the end of 2005, the Company must also 

finance arsenic treatment facilities for the Northern Group totaling $4 million and 

the Eastern Group totaling $12 million. In total the Company must finance or 

acquire by lease $30 million of arsenic treatment facilities before the end of 2005. 

IS THE COMPANY CONCERNED ABOUT THE IMPACT THE $30 MILLION 

COST WILL HAVE ON ITS EARNINGS? 

Yes. Although the Commission has been proactive in authorizing an ACRM that 

will allow partial recovery of the Northern and Eastern Groups' arsenic capital 

costs and certain recoverable O&M expenses, the same ACRM procedures and 

filing requirements would not provide any rate recovery for the Western Group 

until well after all the Western Group facilities were operating in January 2006, 
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Q. 

4. 

and each of the following requirements were completed: ACRM filing prepared 

and submitted by the Company, ACRM filing reviewed by the Staff and 

intervenors, hearing held (if necessary) to examine unresolved issues, 

recommendation issued by Staff or ALJ, recommendation acted upon by the 

Commission. 

WILL FINANCING THE ARSENIC TREATMENT FACILITIES INCREASE THE 

COMPANY'S RISK? 

Yes. Two factors increase the Company's risk. First, a $30 million additional 

capital requirement is a 36% increase over the Company's existing total capital 

level. The initial increment of up to $15 million of new long-term debt is projected 

to be incurred by year-end 2004. Selling $15 million of additional long-term debt 

in 2004, mid-way through the arsenic construction period, and then a second 

series of bonds in late 2005 or early 2006 will be more challenging, for several 

reasons, than when the Series K bonds were sold in 2001. The arsenic financing 

requirements and uncertainty regarding the timing and level of ACRM revenue 

recovery will lower the projected interest coverage ratio and make it more volatile 

and uncertain. This will make the Company's bonds more risky to potential 

purchasers and increase the required interest rate. In addition, the reduction in 

the percent of common equity in the Company's capital structure, to as low as 

55% by the end of 2005, reduces the common equity protection for bondholders, 

who, in turn, will view the Company as having correspondingly greater risk. 

A second factor increasing the Company's risk is that the nature of the 

arsenic treatment facilities is unlike normal water plant additions that improve 

production, distribution flows or system reliability, but generally do not cause a 
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Q. 

4. 

large increase in operating expenses other than depreciation. As the arsenic 

treatment facilities are placed in service, they will significantly increase 

operations and maintenance (O&M) expenses and, coupled with the increased 

interest expense, will dramatically reduce net income. 

HOW MUCH DO YOU ESTIMATE THE ARSENIC O&M EXPENSES WILL 

REDUCE NET OPERATING INCOME? 

The Company previously developed estimates of increased O&M expenses for 

each system requiring arsenic treatment facilities following a methodology 

recommended by the Environmental Protection Agency. These estimates were 

presented, reviewed and found reasonable in the Phase II portion of Docket No. 

W-I 445A-00-0962. The estimates were based on purchased facilities. If a facility 

is leased, the arsenic O&M expenses will be much higher because they will 

include both a fixed and variable component in the lease payment. 

The annual level of estimated arsenic O&M expenses (based on the 

more conservative purchase scenario) is compared to each system's present and 

required net operating income in the following table. The Present Net Operating 

Income is from the Company's Schedule A-I, line 2. It is net operating income at 

present rates adjusted for known and measurable changes. The Required Net 

Operating Income is from the Company's Schedule A-I, line 4 and does not 

reflect the estimated arsenic O&M expenses shown below. 

Table 3 demonstrates that without sufficient rate relief and a modified 

ACRM, the estimated arsenic O&M expenses, after recognizing the tax saving, 

will exceed the present net operating income of the Stanfield and White Tank 

systems and equal 92% of the Casa Grande system's present net operating 
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income. Even with the full level of requested rate relief, when the new arsenic 

O&M expenses are incurred they will range from 47% to 135% of net operating 

income. This result is based on the assumption that the Commission authorizes 

the full revenue increase requested by the Company. If the Commission does not 

grant the full revenue increase, the Company's financial condition could 

deteriorate rapidly. Clearly, a different method must be established in this 

proceeding to accelerate the recovery of the Western Group's arsenic treatment 

facilities capital costs and recoverable O&M expenses. 

Table 3 

Net Operating Income Arsenic O&M O&M % Of Net Operating Income 

Systems Present Required Expenses Present Required 

Casa Grande $1,180,182 $ 2,309,648 $ 1,084,014 92% 47% 
Stanfield $ 25,878 $ 32,984 $ 44,687 173% 135% 
WhiteTank $ 121,440 $ 256,321 $ 157,175 129% 61 % 

Total $1,327,500 $ 2,598,953 $ 1,285,876 97% 49% 

HOW CAN THE COMMISSION ADDRESS THE NEED FOR MORE 

IMMEDIATE RECOVERY OF THE WESTERN GROUP'S ARSENIC 

TREATMENT COSTS? 

There are several steps that can be taken by the Commission to reduce the 

severity of the problem. First the Commission should promptly approve the 

Company's Application for an Accounting Order authorizing the deferral of 

Western Group arsenic treatment costs and expenses. Although deferring the 

costs and expenses will not provide the necessary cash for these required 

payments, it will protect the income statement by deferring, rather than 

expensing, arsenic O&M expenses, and provide time to develop and implement a 
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1. 

recovery methodology that addresses the timing problems the Company is facing 

for the Western Group. Specifically the deferral authorization should cover the 

actual cost to design, purchase, and install arsenic treatment facilities or the 

actual lease capital costs (standby fee) for leased facilities and recoverable O&M 

expenses incurred to provide arsenic treatment for the three Western Group 

systems requiring arsenic treatment. This step is more fully explained in the 

Company's Application for An Accounting Order, which was docketed as W- 

01445A-04-0473 on July 8, 2004. This first step is necessary to reduce the 

deterioration of the Company's financial condition, as arsenic treatment facilities 

are acquired Company-wide and placed into service. 

Second, provide prompt rate relief. A major portion of arsenic costs and 

expenses will likely be incurred before an ACRM will be approved in this case. 

Therefore some other approach that will provide an earlier recovery of Western 

Group arsenic capital costs and recoverable O&M expenses, along with the 

requested deferral, is required. 

Third, the Commission has previously authorized an Arsenic Cost 

Recovery Mechanism (ACRM) for both the Company's Northern and Eastern 

Groups in Decisions Nos. 66400 (October 14, 2003) and 66849 (March 19, 

2004), respectively. The ACRM allows the deferral of up to 12 months of 

recoverable arsenic O&M expenses and permits up to two filings for expedited 

rate adjustments in each system requiring arsenic treatment. The Company is 

also requesting an ACRM for the Western Group. 

WHAT OTHER APPROACH WOULD PROVIDE AN EARLIER RECOVERY OF 

ARSENIC COSTS AND EXPENSES THAN AN ACRM EXACTLY LIKE THE 
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4. 

1. 

a. 

MECHANISMS APPROVED FOR THE NORTHERN AND EASTERN 

GROUPS? 

Depending on the relative progress of the rate application and the acquisition of 

arsenic treatment facilities by lease or purchase, a second phase to address 

arsenic cost recovery could be initiated in this docket, which would proceed 

independently of the general rate case. 

This approach would be patterned after the Northern and Eastern Groups' 

ACRM. Essentially, the second phase (Phase II) would develop a surcharge and 

base rate adjustment using the currently approved ACRM methodology, the 

actual costs for completed arsenic facilities and the previously audited test year 

data in place of a separate earnings test. The initial Phase II rate authorization 

could be considered the first of the two filings that would be authorized under the 

ACRM. The ACRM return would be the return authorized in the Phase I 

proceeding. This approach would enable some cost recovery to begin 

simultaneously with the approval of new rates in late 2005 or early 2006. As with 

the regular ACRM for the Northern and Eastern Groups, each customer's bill 

would separately identify the charges attributable to the federally mandated 

arsenic reduction costs and fully comply with the reporting requirements ordered 

in Decision No. 66400. Any additional arsenic facilities added after the Phase II 

proceeding and additional, recoverable O&M expenses would be eligible for 

recovery under the regular ACRM established for the Western Group. 

Depreciation Methodology 

DECISION NO. 64282 CONCLUDED THAT THE COMPANY SHOULD FILE A 

SCHEDULE OF COMPONENT DEPRECIATION RATES FOR ALL OF ITS 
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SYSTEMS IN ITS NEXT RATE APPLICATION. HAS THE COMPANY DONE 

SO? 

The Company submits the following schedule of component depreciation rates 4. 

for each of its Western Group systems: 

These component depreciation rates will be implemented prospectively based on 

the Decision in this proceeding. These rates have already been implemented in 

the Eastern Group. The pro forma depreciation expense adjustments for the 

Western Group described in Ms. Hubbard's testimony are based on these 
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VI. 

Q. 

A. 

Q. 

4. 

3. 

4. 

component depreciation rates rather than the presently authorized composite 

rate of 2.59%. 

Purchased Power and Purchased Water Adiustment Mechanisms 

DO THE COMPANY'S EXISTING TARIFFS AUTHORIZE ADJUSTOR 

MECHANISMS FOR ANY OF THE WESTERN GROUP SYSTEMS? 

Yes, they do. A Purchased Water Adjustment Mechanism (PWAM) is authorized 

for the Ajo system, which purchases all of its water from the Ajo Improvement 

Company. A Purchased Power Adjustment Mechanism (PPAM) is authorized for 

each Western group system. 

WHAT HAS BEEN THE EFFECT OF THESE ADJUSTOR MECHANISMS 

SINCE THE LAST RATE ORDER FOR THE WESTERN GROUP SYSTEMS? 

Although there have been both increases and decreases in the adjustment 

factors since the effective date of the last rate order in Decision No. 58120, 

considering the period from 1993 through 2003, the Western group systems' 

customers received an overall net rate reduction totaling $1 76,000. 

WHY DID THE COMMISSION DISCONTINUE THE EASTERN GROUP 

ADJUSTOR MECHANISMS? 

I am not sure. In the Company's Northern Group rate case, Decision No. 64282 

(December 28, 2001), the existing PPAM was affirmed. Since none of the 

Northern Group systems acquire all or a portion of their ongoing water supply by 

purchase, there is no PWAM required for those systems. 

In the Eastern Group rate case Decision No.66849 (March 19, 2004) the 

Staff, (but not RUCO) recommended that both the PPAM and PWAM be 

discontinued. 
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A. 

Q. 

A. 

DID THE STAFF CITE ANY BENEFITS TO THE CUSTOMERS OR THE 

COMPANY THAT WOULD BE ACHIEVED BY ELIMINATING THE EXISTING 

ADJUSTOR MECHANISMS? 

No. Staff did not. 

HAVE PREVIOUS COMMISSION DECISIONS ON THE COMPANY'S RATE 

APPLICATIONS RECOGNIZED ANY BENEFITS OF THE ADJUSTOR 

MECHANISMS AND CITED THEM AS REASONS TO KEEP THESE TWO 

ADJUSTOR MECHANISMS? 

Yes. Previous Commission decisions recognized the benefits of the Company's 

specific adjustor mechanisms under conditions of both increasing and decreasing 

costs. For example, the Commission has stated: 

"If purchased power and/or water costs are trending upward, 

gradually recognizing those increasing costs through incremental 

rate adjustments sends a more appropriate price signal to users and 

receives greater customer acceptance than the less frequent, but far 

larger, rate increases ... If purchased power and/or water costs are 

trending downward, Staffs proposal would delay the refund owing to 

customers." Decision No. 58120 (December 23, 1992) at 30. 

In an earlier decision, Commission also stated: 

"We still believe that AWC should have a PPAM, and it should be 

based on gallons pumped and not gallons sold. We recognize that 

this will not allow AWC to fully collect increased power costs but 

believe that this will serve as an incentive for AWC to minimize 

costs. ... As to the PWAM, we believe a similar type of pass-through 
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ill. 

3. 

9. 

2- 

I. 

mechanism, . . . will provide sufficient incentive for A WC to hold down 

costs.” Decision No. 55069 (June 13, 1986) at 20-21. 

ARE THERE ANY OTHER COMPELLING REASONS WHY THE WESTERN 

GROUP ADJUSTOR MECHANISMS SHOULD BE CONTINUED? 

Yes. The current Commission has expressed concern over rate shock and has 

sought ways to minimize the impact of a needed rate increase on customer bills. 

On several occasions it has suggested that rates be “phased in” to reduce “rate 

shock”. The Commission has also sought ways to send more appropriate price 

signals to customers. As previous Commissions have recognized, adjustor 

mechanisms help to achieve both of these current Commission goals and the 

adjuster mechanisms should be continued in the Western Group. Eliminating the 

adjustor mechanisms currently in place would increase the variability of operating 

income and hence the Company’s perceived risk. 

WEIGHTED COST OF CAPITAL 

HOW IS THE WEIGHTED COST OF CAPITAL DETERMINED? 

The weighted cost of capital is determined by establishing the cost of the 

individual capital components and then calculating an overall cost weighted by 

each component‘s percent of the total capital structure and individual cost. The 

Company’s capital structure includes three components: Short-Term Debt, Long- 

Term Debt and Common Stock Equity. 

WHAT IS THE COST OF THE INDIVIDUAL COMPONENTS OF THE CAPITAL 

STRUCTURE? 

The cost of Short-Term Debt and Long-Term Debt is set forth on Schedule D-2. 
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2. 

4. 

2. 

Long-Term Debt costs are shown on lines 1 through 13. The Company's general 

mortgage bonds are listed by series with the annual interest and amortization 

on lines 1 through 7. The Company's computation of its Long-Term Debt cost 

shown on lines 8 through 13 is the approach adopted by the ACC in the 

Company's last three general rate cases and the method used by the Company 

in this proceeding. This method relies on a constant cost for each debt issue and 

then weights the cost of each individual issue by its percentage of the total debt 

outstanding. 

In summary, at the end of adjusted test year 2003, the Company had total 

Long-Term Debt of $22,200,000 at a weighted average embedded cost of 8.43%. 

The schedule also shows that at the end of projected year 2004, the amount of 

Long-Term Debt outstanding is expected to increase to $36,800,000 to help 

finance the cost to design, acquire, and install the required arsenic treatment 

facilities. 

At the end of adjusted test year 2003, the Company had no short-term 

debt outstanding. 

HOW DID YOU DETERMINE THE COST OF COMMON EQUITY? 

The cost of common equity was determined by Company witness, Dr. Thomas 

Zepp. I have used his cost of equity in computing the overall weighted cost of 

capital. 

PLEASE EXPLAIN HOW YOU COMPUTED THE OVERALL WEIGHTED COST 

OF CAPITAL ONCE YOU DETERMINED THE COST OF THE INDIVIDUAL 

COMPONENTS. 
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A. 

1. 

Schedule D-1 , entitled "Summary Cost of Capital," sets forth the capital structure 

of the Company on lines 1 through 4 at the end of test year 2003, adjusted tesi 

year 2003 and the end of projected year 2004. It shows the components of the 

capital structure, the percent each item of capital bears to the total, the cost rate 

determined for each component of capital and the weighted composite cost for 

each component. The weighted composite cost of each component is added to 

arrive at the overall weighted composite cost on line 4 of 10.5% for adjusted tesi 

year 2003. 

Underneath the Total Company data, similar information is presented on 

lines 5 through 8 for the Western Group. The total capital amounts shown on 

Line 8 for End Of Test Year 2003 match the TY2003 unadjusted rate base from 

Schedule B-2 plus the allocated (three factor) Phoenix Office & Meter Shop. The 

Adjusted Test Year 2003 total capital is the capital structure necessary to support 

the adjusted test year 2003 OCLD rate base of $ 29,416,615 for the Western 

Group shown on Schedule B-1. 

In accordance with ACC requirements, this schedule also includes an 

analysis of the cost of capital of the Company at the end of projected year 2004. 

The figures contained in the column entitled "End of Projected Year 2004" 

indicate that the Company forecasts total invested capital in the Western Group 

will be $34,943,405 at December 31 , 2004. 

MR. KENNEDY, DO YOU HAVE AN OPINION AS TO WHAT WOULD BE A 

FAIR AND PROPER RATE OF RETURN FOR ARIZONA WATER COMPANY 

TO EARN ON ITS ADJUSTED OCLD RATE BASE? 
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A. Yes, I do. It should be 10.5%, the weighted composite cost of capital computeo 

on Schedule D-I. 

VIII. Rate Design 

Q. 

A. 

BEFORE ADDRESSING THE COMPANY’S PROPOSED TARIFF 

SCHEDULES, PLEASE EXPLAIN WHY THE COMPANY HAS NOT 

SUBMITTED ANY OF THE G SCHEDULES. 

The G schedules pertain to the cost of service. These schedules have been 

omitted from this filing, as they were in the recent Northern and Eastern Groups’ 

filings, because the Company does not charge different rates to different classes 

of customers. Instead, the Company’s monthly minimum charge is based strictly 

on meter size rather than on the type of customer receiving the service. There is 

also a single commodity charge for all gallons provided. Thus, the Company 

does not distinguish between residential, commercial, industrial and other 

classes of customers in rendering bills. Under these circumstances, a traditional 

cost of service analysis would provide little assistance in designing rates. In the 

procedural order, issued on August 1, 1995, in Docket No. U-1445-91-227, the 

ACC’s Chief Administrative Law Judge stated that the Company does not need 

to file a cost of service study (G schedules) if the Company does not intend to 

charge different rates to different classes of customers. In the recently 

concluded Northern Group rate case, Decision No. 64282 (December 28, 2001) 

a cost of service study was not required. Similarly, a cost of service study was 

not required in the Eastern Group rate case, Decision No. 66849 (March 19, 

2004). In this Western Group case, the Company is not proposing to deviate from 

its historic practice and, therefore, a cost of service study is not required. 
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9. 

4. 

2. 

4. 

a. 
\. 

a. 

\. 

DID THE RECENT EASTERN GROUP RATE DECISION DEVIATE FROM THE 

UNIFORM BLOCK RATE DESIGN PREVIOUSLY IN EFFECT? 

Yes it did. The ACC found “...that the justification provided by Staff does not 

support its recommended rate structure in this proceeding. ... accordingly we 

decline to adopt Staffs proposed inverted tier rate design in this proceeding.” 

Decision No. 66849 (March 19, 2004) p. 26. Staff was the only party that 

proposed an inverted tier rate design. Both the Company and RUCO proposed a 

uniform block rate design. Nevertheless, the ACC expressed its belief that an 

alternative inverted tier rate structure is a valid tool for promoting conservation by 

sending appropriate price signals to “heavier users” and adopted an alternate 

inverted tier rate design of its own. 

DOES THE COMPANY SHARE THAT BELIEF? 

The Company has not seen any evidence that an inverted tier rate design is the 

most effective rate design to encourage customers to conserve water while still 

reasonably meeting other rate design goals. 

WHAT RATE DESIGN IS THE COMPANY PROPOSING? 

The Company is proposing a uniform block rate design. 

WOULD YOU NOW DIRECT YOUR ATTENTION TO SCHEDULE H-I AND 

EXPLAIN THAT SCHEDULE? 

This schedule shows the revenue billed under present rates and the amount that 

would be generated by the proposed increase in metered water rates. No 

change in tariffs for public fire hydrants, miscellaneous, rents, or service 

establishment charges is being proposed. 
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Q. 

A. 

3. 

4. 

a. 

4. 

MR. KENNEDY, WOULD YOU NOW DIRECT YOUR ATTENTION TO PAGE I 

OF SCHEDULE H-2 AND SUMMARIZE THAT SCHEDULE? 

This schedule is an analysis of revenue at present and proposed rates by 

meter size. It also shows the proposed revenue increase by meter size in dollar 

amount and percentage. The average number of customers derived from the 

bill count is also shown by meter size and in total. The general service 

tariffs, pursuant to which we provide water service, do not differentiate between 

residential, commercial, and industrial customers. The tariff only varies by meter 

size. These classifications are combined under the general classification of 

metered service. 

PLEASE TURN TO SCHEDULE H-3 AND DESCRIBE THAT SCHEDULE. 

This schedule presents a comparison of present and proposed general service 

tariffs and proposed changes. It shows the existing minimum charges by meter 

size, the number of gallons included in the minimum charges and the present 

and proposed commodity cost. 

The main purpose of the schedule is to provide a summary comparison of 

the Company's present and proposed rates as they relate to minimum charges 

for various size meters and the cost per 100 gallons of water. 

MR. KENNEDY, WILL YOU NOW DIRECT YOUR ATTENTION TO SCHEDULE 

H-4 AND BRIEFLY EXPLAIN THAT SCHEDULE? 

This is a bill analysis for the 518 x 314-inch meter rate comparing present rates, 

proposed rates and the mathematical calculation of the percentage increase at 

various consumption levels from zero through 25,000 gallons. 
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Using Casa Grande as an example, you will note the average 

consumption in gallons per bill is shown on line 19. In Casa Grande, customers 

served by 5/8 x 3/4-inch meters had an average consumption of 10,700 gallons. 

This is down from 11,547 gallons (7.3%) in the last Casa Grande rate case. 

Under the present rates, the customer using that amount of water would be billed 

$25.48. Under the Company's proposed rates, the customer using the same 

amount of water would be billed $31.62, which is an increase of 24.1 percent. 

The same illustration and comments would be applicable to the other systems. It 

is a mathematical computation of present and proposed rates for the 5/8 x 3/4- 

inch meter at various levels of consumption. One should also note that the 

percent increase beginning with the first for 1,000 gallons of consumption, 

43.4%, is much higher than the zero consumption level. This occurs because the 

Company is eliminating the 1,000 gallons included in the existing minimum. If 

customers had been paying for the first 1,000 gallons in the existing rates, the 

43.4% increase would be 24.7% and the following percentage increases would 

also be lower. 

WHAT IS SCHEDULE H-5? 

This is a separately bound set of billing determinants for each system, commonly 

referred to as a "Bill Count". 

WOULD YOU NOW TURN TO SCHEDULE H-6 AND EXPLAIN THAT 

SCHEDULE? 

This schedule is representative of our existing general service tariffs and shows 

the change in the minimum and commodity charges the Company is proposing. 
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Q. 

A. 

Q. 

4. 

3. 

4. 

TURNING NOW TO SCHEDULE H-7, WOULD YOU PLEASE EXPLAIN THIS 

SCHEDULE? 

This is a proposed coin machine service tariff (CM-266) that is being revised to 

reflect the rates being proposed for the Ajo, Stanfield and Coolidge systems. 

This tariff is necessary for small bulk sales to customers who haul water in lieu of 

having a meter set at their residence. The tariff specifies the number of gallons 

that the customer will receive for each quarter ($0.25) deposited. The number of 

gallons dispensed is based on the commodity cost plus relevant taxes. 

NOW PLEASE TURN TO AND EXPLAIN SCHEDULE H-8. 

This schedule is a revised service charge tariff, which extends the service 

charges approved for the Northern Group and Eastern Group systems in 

Decisions No. 64282 and 66489, respectively, to the Western Group systems. 

Those same revisions approved in those decisions are now being extended 

to the Western Group so that there will be a single service charge tariff for 

all Company systems. The revisions change item 6 by increasing the returned 

check charge to $25.00 and adds a new item I O ,  a late charge of 1.5%. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS MATTER, MR. 

KENNEDY? 

Yes, it does. 
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4. 

ARIZONA WATER COMPANY 

Direct Testimony of 

MICHAEL J. WHITEHEAD 

Introduction and Qualifications 

WHAT IS YOUR NAME, EMPLOYER AND OCCUPATION? 

My name is Michael J. Whitehead. I am employed by Arizona Water Company 

(the “Company”) as Vice President - Engineering. 

PLEASE DESCRIBE YOUR WORK EXPERIENCE AND EDUCATIONAL 

BACKGROUND. 

I was employed by Arizona Water Company in September 1980 as an Engineer. 

I was promoted to Senior Engineer in 1985, Engineering Manager in 1989, and in 

1996 to Vice President - Engineering. 

I completed my college degree at Arizona State University and received a 

B.S.M.E. I became a Certified Professional Engineer in 1985. I am currently a 

member of the American Water Works Association. 

Purpose and Extent of Testimony 

WHAT IS THE PURPOSE AND EXTENT OF YOUR TESTIMONY? 

My testimony discusses the Company’s planning and budgeting process for the 

construction of plant additions and improvements, and summarizes those 

improvements for the 1990-2003 period. In addition, my testimony discusses the 

Company’s tentative schedule for construction of arsenic treatment facilities in 

the Western Group. 
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111. 

Q. 

A. 

2. 

4. 

Description of Company-Funded Construction Budnetinn Procedures 

WHAT PROCEDURE DOES THE COMPANY UTILIZE TO IDENTIFY A 

COMPANY-FUNDED CONSTRUCTION PROJECT? 

Each year the Company prepares a construction budget for each of its 18 water 

systems for the upcoming year. The budgeting process starts with the division 

manager who prepares a proposed construction budget for the water systems he 

manages. In the proposed construction budget, the manager emphasizes 

improving or maintaining the infrastructure needed to serve existing customers 

based on experience and personal knowledge of the water system. For 

example, a manager may request construction of a storage tank, replacement or 

expansion of a booster pump station, a new well, the replacement of a water 

main or the installation of a new transmission line, as needed to ensure safe and 

reliable service. 

Five days are set aside each year when the division managers and the 

Company's Engineering and Operations Departments and senior management 

meet to review and discuss each proposed construction project. Upon completion 

of this process, a final construction budget is prepared and presented to the 

Company's Board of Directors for review and approval. 

WHO DETERMINES HOW MUCH MONEY WILL BE SPENT ON COMPANY- 

FUNDED PROJECTS? 

The Company's Board of Directors establishes the dollar amount of the annual 

construction budget. This amount usually increases annually to offset the 

increasing costs of construction. 
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Q. 

A. 

IV. 

a. 

4. 

HOW IS THE COMPANY'S CONSTRUCTION BUDGET IMPLEMENTED? 

Once the Board of Directors approves the Company's construction budget, the 

division managers solicit competitive bids from independent contractors for all 

pipeline projects. Pipeline projects are generally awarded to contractors 

submitting the lowest bids. Booster pump stations, tanks, and new wells are bid 

by the Company's Engineering Department. These projects are atso generally 

awarded to the lowest bidding contractors. All Company-funded projects are 

inspected by Company inspectors during the course of construction to ensure 

compliance with Company plans and specifications and governmental 

regulations. 

Description of Company-Funded Plant Additions For The Western Group 

and Proposed Inclusions In and Adiustment To Rate Base 

MR. WHITEHEAD, WOULD YOU PLEASE SUMMARIZE THE COMPANY- 

FUNDED PLANT ADDITIONS FOR THE WESTERN GROUP FROM 1990 TO 

TEST YEAR 2003? 

Yes. From 1990 through 2003, the test year for this rate application, the 

Company funded annual construction projects for each of the Western Group 

systems (Casa Grande, Stanfield, White Tank, Ajo, and Coolidge) in order to 

maintain infrastructure, resolve operational problems, comply with regulatory 

requirements, and maintain or improve water service to its customers. 

As shown in the following table, the dollar amount of the plant additions to 

the five water systems in the Western Group has generally increased at a 

uniform rate, with the exception of those years when high-cost projects such as 

new wells or reservoirs were necessary. 
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1,076,315 

875,433 

a. 
4. 

152,242 67,062 18,882 76,293 
7,277 75,885 26,367 76,063 

1990 
1991 
1992 

1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 

Test Year 
2003 

496,763 
689,932 

1,079,792 
1,669,922 
1,109,962 

ARIZONA WATER COMPANY 
WESTERN GROUP 

PLANT ADDITIONS 1990-2003 

8,528 96,611 35,185 44,706 
3,291 58,851 12,501 132,658 
1,533 148,418 76,564 178,752 

10,865 16,984 91,850 187,850 
38,117 72,262 51,681 323,752 

Grande Casa I Stanfield I White Tank I Ajo I Coolidge I 

1,672,181 
784,32 1 

2,662 49,783 60,179 176,822 
831 86,584 29,946 89,793 

1,785,516 
1,702,976 
1,895,342 

4,455 123,783 87,319 197,078 
36,726 125,421 1 19,106 300,157 

1,692 91,698 106,869 145,846 . .  

1,953,859 78,551 1,070,347 62,773 229,842 

2,259,687 

PLEASE CONTINUE. 

Over the last 13 years, the number of customers in the Casa Grande system has 

94 1 62,261 11,567 225,290 

nearly doubled. In response to the increasing water demands brought about by 

the increase in customers, the Company drilled three wells. One well was 

completed in 1997 and the other two were completed in 1999. The Company 

installed approximately 33.5 miles of 6-inch through 16-inch pipe over the last 13 

years. These pipeline projects include replacement of old mains, undersized 

mains, mains that needed to be relocated as part of right-of-way improvement 

projects and tie-in mains to improve flow and pressure. 

In the White Tank system, a new 1,000,000 gallon reservoir was 

constructed in 2002, a new well was drilled in 2001, and approximately 4.5 miles 

of 6-inch through 12-inch pipe were installed over the last 13 years. These 
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pipeline projects include replacement of old mains, undersized mains, mains that 

needed to be relocated as part of right-of-way improvement projects and tie-in 

mains to improve flow and pressure. White Tank customer count has grown at a 

rate of 6.04% over the last 13 years. 

The customer count in the Coolidge system has increased at a relatively 

slow rate over the last 13 years. Consequently, there has not been any need to 

construct additional storage tanks or drill new wells. The Company has installed 

approximately 10.5 miles of 6-inch through 12-inch pipe in Coolidge over the last 

13 years. The pipeline project includes replacement of old mains, undersized 

mains, mains that needed to be relocated as part of right-of-way improvement 

projects and tie-in mains to improve flow and pressure. 

Before 1991, the Stanfield system was served from only one well. The 

Company drilled an additional well in Stanfield in 1991. Consequently, the 

Stanfield system can now meet its customers' water service needs in the event of 

a failure of one of its wells. Fire protection capacity has also increased because 

the Company added this well. 

Growth in the Ajo system has been static over the last 13 years. Because 

the Company purchases its water from Ajo Improvement Company there is no 

need for new wells or well replacement. Existing storage is adequate for the 

existing customers and should be adequate for the next several years. The 

Company has, however, installed approximately 2 miles of 6-inch through 8-inch 

pipe over the last 13 years for replacement of old mains, undersized mains, 

mains that needed to be relocated as part of right-of-way improvement projects 

and tie-in mains to improve flow and pressure. 
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Q. 

A. 

Q. 

A. 

Q. 

4. 

ARE THESE COMPANY-FUNDED CONSTRUCTION PROJECTS PROPOSED 

FOR INCLUSION IN RATE BASE IN THIS CASE? 

Yes, the Company has included in rate base those construction projects the 

Company completed and placed in service prior to December 31, 2003. These 

plant additions consist of wells, reservoirs, transmission mains and other 

construction projects that improve service to existing customers. The Company 

is not proposing any post test year plant additions in this proceeding because the 

majority of the 2004 budget is for arsenic treatment facilities. 

Plant Additions Related to Arsenic Treatment 

DO ANY OF THE TEST YEAR ADDITIONS RELATE TO ARSENIC 

TREATMENT? 

No. 

WHAT ARE THE COMPANY’S PLANS FOR COMPLYING WITH THE EPA’S 

NEW MCL FOR ARSENIC? 

The Environmental Protection Agency has adopted a far more stringent arsenic 

maximum contaminant level (“MCL”) under the Safe Drinking Water Act than the 

current MCL of 50 parts per billion (“PPB”). As of January 23, 2006 all potable 

water providers must comply with the new arsenic MCL of 10 PPB. 

The three water systems in the Western Group that will be affected by the 

new arsenic standard are the Casa Grande, Stanfield and White Tank water 

systems. Water for the Casa Grande system is produced from sixteen deep- 

water wells, which have a combined capacity of approximately 12,500 gallons 

per minute (“GPM”). Water from all but three of the wells contains arsenic in 

concentrations greater than 10 PPB. 
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7. 

4. 

To comply with the new arsenic standard by the compliance date of 

January 23, 2006, the Company will need to include in its Casa Grande 

construction budget approximately $5,000,000 in 2004 and $7,000,000 in 2005, 

solely for arsenic treatment, half of which has already been put out to bid. The 

bids are due August 27, 2004. This will give the Company ample time to design 

and construct the required arsenic treatment facilities for the Casa Grande 

system before year-end 2004. The balance of the Casa Grande, Stanfield and 

White Tank wells requiring arsenic treatment will be put out to bid November 1, 

2004 and the bids will be due December 31, 2004. In 2005, the Company will 

design and construct the arsenic treatment facilities for the balance of the Casa 

Grande, Stanfield and White Tank wells requiring arsenic treatment, leaving all of 

2005 to complete the construction and meet the January 23, 2006 deadline. The 

Company will include approximately $1,500,000 in the construction budget for 

arsenic treatment for the Stanfield and White Tank systems in 2005. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS MATTER? 

Yes. 

573593.1/1200I. I89 
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1. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

ARIZONA WATER 

Direct Testimony of 

Thomas M. Zepp 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas M. Zepp. My business address is Suite 250, 1500 Liberty 

Street, S.E., Salem, Oregon 97302. 

WHAT IS YOUR PROFESSION AND BACKGROUND? 

I am an economist and Vice President of Utility Resources, Inc., a consulting 

firm. I received my Ph.D. in Economics from the University of Florida. Prior to 

jointly establishing our consulting firm in 1985, I was a consultant at Zinder 

Companies from 1982-1985 and a senior economist on the staff of the Oregon 

Public Utility Commission between 1976-1 982. Prior to 1976, I taught business 

and economics courses at the graduate and undergraduate levels. 

I have been deposed or testified on various topics before regulatory 

commissions, courts and legislative committees in 22 states, before two 

Canadian regulatory authorities and before four Federal agencies. In addition to 

cost of capital studies, I have testified as to incremental costs of energy and 

telecommunications services, determined values of utilities' properties and have 

presented rate design testimony. 

WHAT COST OF CAPITAL STUDIES HAVE YOU PREPARED? 

I have prepared and submitted studies or testified on cost of capital and other 

financial issues before the Interstate Commerce Commission, Bonneville Power 

Administration, and courts or regulatory agencies in Alaska, Arizona, California, 

Hawaii, Idaho, Illinois, Kentucky, Montana, Nevada, New Mexico, Oregon, 
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Q. 

A. 

Tennessee, Utah, Washington and Wyoming. 

My studies and testimony have included consideration of the financial 

health and fair rates of return for Arizona Water in past cases and for Nevada 

Bell Telephone, Illinois Bell Telephone, General Telephone of the Northwest, 

Pacific Northwest Bell, US West, Anchorage Municipal Light & Power, Pacific 

Power & Light, Portland General Electric, Commonwealth Edison, Northern 

Illinois Gas, Iowa-Illinois Gas and Electric, Puget Sound Power & Light, Idaho 

Power, Cascade Natural Gas, Mountain Fuel Supply, Northwest Natural Gas, 

Arizona-American Water Company, California-American Water Company, 

California Water Service, Dominguez Water Company, Hawaii-American Water 

Company, Kentucky-American Water Company, Mountain Water Company, New 

Mexico-American Water Company, Oregon Water Company, Paradise Valley 

Water Company, Park Water Company, San Gabriel Valley Water Company, 

Southern California Water Company, Tennessee-American Water Company and 

Valencia Water Company. I have also prepared estimates of the appropriate 

rates of return for a number of hospitals in Washington, a large insurance 

company, and U.S. railroads. 

DO YOU HAVE OTHER PROFESSIONAL EXPERIENCE RELATED TO COST 

OF CAPITAL ISSUES? 

Yes. My article, “Utility Stocks and the Size Effect - Revisited,” was published in 

The Quartedy Review of Economics and Finance, Vol. 43, Issue 3 (Autumn 

2003) 578-582. Also, I published an article “Water Utilities and Risk,” in Water: 

The Magazine of the National Association of Water Companies, Vol. 40, No. 1 

(Winter 1999), and was an invited speaker on the topic of risk of water utilities at 

the 57th Annual Western Conference of Public Utility Commissioners in June 

1998. I presented a paper entitled “Application of the Capital Asset Pricing 
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II. 

Q. 

A. 

Q. 

A. 

Model in the Regulatory Setting” at the 47th Annual Southern Economic 

Association Conference and published an article entitled “On the Use of the 

CAPM in Public Utility Rate Cases: Comment” in Financial Management 

(Autumn 1978) 52-56. While on the staff of the Oregon Public Utility 

Commission, I established a sample of over 500,000 observations of common 

stock returns and measures of risk and conducted a number of studies related to 

the use of various methods to estimate cost of equity for utilities. I was invited to 

Stanford University to discuss that research. 

PURPOSE OF TESTIMONY, BASIC PRINCIPLES, SUMMARY AND 

CONCLUSIONS 

WHAT IS THE SUBJECT OF YOUR TESTIMONY IN THIS PROCEEDING? 

Arizona Water (“Arizona Water” or “the Company”) has asked me to estimate its 

cost of equity and the fair rate of return on common equity. My study is based on 

data available to investors in June 2004. 

HOW IS YOUR TESTIMONY ORGANIZED? 

In this Section II, the concept of a fair rate of return and a summary of my 

analysis is presented. 

In Section Ill, the general risks of water utility common stocks and specific 

additional risks faced by Arizona Water are discussed. 1 explain why the 

Company’s cost of equity should be increased by at least 50 basis points above 

the cost of equity for samples of water utilities used to determine benchmark 

estimates of the cost of equity to account for added risk resulting from Arizona’s 

particular rate-setting system, from losing its Purchased Water Adjustment 

Mechanism (“PWAM”) and Purchased Power Adjustment Mechanism (“PPAM”) 

previously available in its Eastern Group systems, from inverted rates recently 

imposed in the Eastern Group, and from continuing risk of not recovering all of its 
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required costs to meet new federal arsenic maximum contaminant level (“MCL”) 

requirements. I also discuss other risks faced by Arizona Water that Arizona 

Corporation Commission Utilities Division Staff (“Staff”) challenged in Docket No. 

W-O1445A-02-0619 (“Arizona Water’s last GRC”), but at the Company’s request, 

do not propose a risk premium to account for such risks in this case. 

Section IV provides an overview and perspective on what one should 

expect the fair rate of return to be in 2005 and 2006, the initial period when new 

rates for Arizona Water will be approved, and develops my discounted cash 

flow (“DCF”) equity cost estimates. In making my DCF equity cost estimates, I 

have recognized that the Administrative Law Judges and subsequently the 

Arizona Corporation Commission (the “Commission” or “ACC”) relied exclusively 

on estimates of the cost of equity made by Staff in Arizona Water’s last GRC, 

and in Arizona-American Water Company, Decision No. 67093, Docket No. 

WS-O1303A-02-0867, et al. I have acknowledged that fact by determining my 

DCF equity cost estimates with methods used by the Federal Energy Regulatory 

Commission (“FERC”) instead of methods I presented in those cases. The 

extremely low DCF equity cost estimates adopted by the Commission for water 

utilities in 2004 depended on the way Staff implemented the capital asset pricing 

model (“CAPM”) and DCF model based on interest rates and data in 2003. 

While I believe the methods the FERC uses to implement the DCF model are 

conservative and may understate the cost of equity, the FERC approaches are 

based upon many years of deliberations and are clearly superior to the 

approaches taken by Staff in 2003. 

Section V presents equity cost estimates based on the risk premium 

approach. In the two Commission water utility cases listed above, Staff relied 

upon the original version of the CAPM to make its risk premium equity cost 

U \ R n ~ C A S E \ 2 0 M \ T e ~ a m o ~ e ~ \ F i n a l ~ O 9 0 7 M  DOC 5 
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Q. 

A. 

Q. 

A. 

estimates. To make my risk premium equity cost estimates, I rely on the 

methods and data the California Public Utilities Commission Staff (“CPUC Staff) 

has used for many years to make risk premium equity cost estimates for water 

utilities. These risk premium estimates are transparent and straightforward, and 

they do not depend on the many choices and assumptions required to implement 

the original version of the CAPM. In my opinion, equity cost estimates based on 

the risk premium method and data relied upon by the CPUC Staff are clearly 

superior to risk premium equity cost estimates based on the original version of 

CAPM that the Staff relied on in 2003. 

Section VI presents a summary of the equity cost estimates based on the 

FERC DCF approaches and the CPUC Staff risk premium approaches. I also 

present additional information on past Commission decisions that corroborates 

my equity cost estimates. This information shows that since December 2001, 

Staffs revised methods of estimating the cost of equity have caused a 

substantial decrease in equity cost estimates when compared to the equity 

returns authorized by the Commission during the previous 10-year period. 

HAVE YOU PREPARED ANY TABLES AND ATTACHMENTS TO 

ACCOMPANY YOUR TESTIMONY? 

Yes. 

testimony. 

PLEASE PROVIDE SOME PERSPECTIVE AND AN OVERVIEW OF THE 

ISSUES YOU ADDRESS IN YOUR TESTIMONY. 

Investors can choose to invest in many different types of assets with varying 

degrees of risk. Those investments might be in real estate, or gold, or 

collections of fine art, or financial assets. The financial assets run the gamut 

from relatively low risk assets such as Treasury securities and somewhat higher 

I have prepared 15 tables and three attachments that support my 
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Q. 

A. 

risk investment grade corporate bonds to relatively high-risk shares of common 

stocks. As the level of risk increases, investors require higher expected returns. 

Common stocks of utilities are generally more risky and thus require higher 

returns than investment grade bonds, which are secured debt instruments with 

fixed repayment terms. Operating expenses, interest on debt and repayment of 

principal take precedence over payments to common stock holders, and thus it is 

the common equity shareholder of the utility who bears the greatest risk of 

receiving expected returns. Conceptually, 

Return on a risk 
common stock - - risk-free asset + premium 
Required return for 

where the risk premium required for common stocks will be higher than it is for 

investment grade bonds. 

Regulators generally set rates to recover a utility’s costs of service. One 

of those costs of service is the cost of common equity, the required return for the 

utility’s common stock. Rates that give a utility a reasonable opportunity to earn 

the cost of equity are fair to customers of the utility. Such rates are also fair to 

owners of the utility because the cost of equity is equal to returns expected to be 

earned by other companies of comparable risk, is high enough to attract capital, 

and allows the utility to maintain its financial integrity. 

HAS THE U.S. SUPREME COURT SET FORTH ANY STANDARDS THAT 

APPLY TO EQUITY RETURNS? 

Yes. In 1923, the U.S. Supreme Court set forth the following standards in 

Bluefield Waterworks & Improvement Co. v. Public Utility Commission of West 

Virginia, 262 U.S. 679 (1923): 

A public utility is entitled to such rates as will permit it to 

earn a return on the value of the property which it employs 

7 V:\RATECASE\2004\Te~mony~epp\Flnal~000704.D0C 
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for the convenience of the public equal to that generally 

being made at the same time and in the same general part 

of the country on investments in other business 

undertakings which are attended by corresponding risks and 

uncertainties; but it has no constitutional right to profits such 

as are realized or anticipated in highly profitable enterprises 

or speculative ventures. The return should be reasonably 

sufficient to assure confidence in the financial soundness of 

the utility, and should be adequate, under efficient and 

economic management, to maintain and support its credit 

and enable it to raise the money necessary for the proper 

discharge of its public duties. A rate of return may be 

reasonable at one time and become too high or too low by 

changes affecting opportunities for investment, the money 

market, and business conditions generally. 

262 U.S. at 692-93. 

In Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 

(1944), the U.S. Supreme Court stated the following regarding the return to 

owners of a company: 

[Tlhe return to the equity owner should be commensurate 

with returns on investments in other enterprises having 

corresponding risks. That return, moreover, should be 

sufficient to assure confidence in the financial integrity of the 

enterprise, so as to maintain its credit and to attract capital. 

320 U.S. at 603. 
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Q. 

A. 

Q. 

ARE THERE OTHER CONSIDERATIONS THAT SHOULD BE RECOGNIZED? 

Yes. In determining an appropriate return, consideration must be given to the 

specific risks created by the nature and degree of regulation to which the utility is 

subject, in addition to examining general economic and financial data for utilities. 

The Arizona Constitution, Arizona appellate court decisions, and the 

Commission’s policies and practices create a particular rate-setting system that 

limits the ability of Arizona utilities to earn a fair return on the value of their 

property devoted to public service. For example, in Arizona there are limitations 

on out-of-period adjustments that are more restrictive than general rate case 

procedures available to water utilities in the sample I use to determine 

benchmark equity costs estimates. 

Arizona Water also faces the risk that it will have unexpected costs in the 

period in which new rates are in effect but will not be able to recover such 

unexpected costs without a costly and lengthy general rate case. This particular 

rate setting system increases risk and thus requires the Commission to authorize 

higher rates of return on common equity (iiROE71) than would be the case in 

jurisdictions such as California, which use forecasted or projected test periods 

and allow utilities to implement surcharges and other mechanisms to recover 

unexpected costs without going through a general rate case. 

Additionally, Arizona Water has higher risk because the Commission has 

eliminated the Company’s PPAM and PWAM in the Eastern Group and approved 

inverted block rate structures for those water systems to encourage water 

conservation. These added risks should be recognized when setting the fair rate 

of return for the Company. 

WHAT ARE THE IMPLICATIONS OF THESE ADDED RISKS IN THE 

DETERMINATION OF A FAIR RATE OF RETURN FOR ARIZONA WATER? 

U:\RATECASE\2004\Te~rnony\Zepp\Final~090704.D0C 
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A. 

Q. 

A. 

The added risks are important to customers and equity investors of Arizona 

Water. From the perspective of customers, the cost of equity is another cost of 

service, and customers’ rates should cover that cost just as rates should cover 

other costs of service. The rates customers pay should provide a reasonable 

opportunity, but not a guarantee, for Arizona Water to earn that cost of equity. 

From the perspective of equity owners, the added risks require rates and 

rate adjustment mechanisms that provide a reasonable opportunity to earn a 

return for its equity investors that maintains the utility’s financial integrity, is 

commensurate with returns on investments in other enterprises having 

corresponding risks, and is sufficient to attract capital on reasonable terms. As I 

discuss further below, Arizona Water is more risky than the water utilities sample 

I rely upon to determine benchmark estimates of the cost of equity and thus its 

required common equity return is higher. 

PLEASE SUMMARIZE YOUR TESTIMONY? 

My findings and recommendations are the following: 

1. The cost of common equity faced by Arizona Water is greater than the 

cost of common equity that faces my water utilities sample: 

The Company faces risk that stems from the use of an historical 

test year with limited opportunities for out-of-period adjustments. 

The ACC eliminated its PPAM and PWAM in the Eastern Group. 

Such purchased power cost and purchased water cost adjusters 

are similar to ones available to the water utilities sample and thus 

Arizona Water is now more risky than the water utilities sample. 

The Company’s arsenic treatment cost recovery mechanism 

(“ACRM”) does not provide the opportunity to recover all 

reasonable costs of meeting the new federal arsenic MCL. 
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Arizona Water faces risk due to the Commission’s proposed policy 

that Staff consider the appropriateness of an inverted three-tiered 

commodity rate structure for all water company rate cases to 

encourage reductions in water use, which may destabilize and 

reduce revenues. 

Based on the risks discussed in (a), (b), (c) and (d) that are greater 

for Arizona Water than for the water utilities sample, the Company 

has an equity cost that is at least 50 basis points higher than the 

benchmark water utilities. 

Arizona Water is also more risky than the water utilities sample 

because it is smaller and has more limited financial flexibility than 

the sample companies. The Company, however, is not requesting 

an additional risk premium to account for these added risks in this 

proceeding. 

2. The market cost of common equity faced by the benchmark water utilities 

falls in a range of 10.2% to 11.4% at this time: 

Conservative estimates of the cost of equity derived with DCF methods 

used by the FERC indicate the cost of equity for the benchmark water 

utilities falls in a range of 10.2% to 10.4%; 

Costs of equity derived from methods and data used by the CPUC 

Staff to determine risk premium equity costs for water utilities indicate 

the cost of equity for benchmark water utilities falls in the range of 

10.6% to 1 I .4%. 

Past Commission decisions for water and gas utilities indicate an 

average cost of equity of 11 .O%. Given new risks faced by Arizona 

Water, the authorized ROE should be higher than 11 .O%. 
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111. 

Q. 

A. 

Q. 

A. 

3. Based on the risks of the rate-setting system in Arizona, loss of the 

Eastern Group adjustment mechanisms that allowed the Company to 

recover changes in the costs of purchased power and purchased water, 

an ACRM that does not offer an opportunity to recover all reasonable 

costs and the risk created by the Commission's proposed policy for an 

inverted rate design, I recommend an ROE of 11.25% be authorized for 

Arizona Water in this case. My recommendation is slightly below the mid- 

point of my estimated cost of equity range. (See Summary Table 15.) 

RISKS OF WATER UTILITIES AND ARIZONA WATER 

AS A PRELIMINARY MATTER, PLEASE DISCUSS THE SAMPLE OF WATER 

UTILITIES YOU HAVE USED IN YOUR DCF ANALYSIS. 

My sample of water utilities is composed of American States Water, Aqua 

America (formerly named Philadelphia Suburban), California Water Service 

Group, Connecticut Water Service, Middlesex Water and SJW Corp., which are 

the water utilities the Staff relied upon to determine benchmark equity costs in 

two general rate cases for Class A water utilities in 2003. Table 1 lists bond 

ratings, operating revenues and net plant for the six water utilities as reported by 

C. A. Turner Utility Reports in June 2004. 

DO YOU HAVE ANY GENERAL CONCERNS WITH THE DATA AVAILABLE 

TO MAKE DCF EQUITY COST ESTIMATES FOR WATER UTILITIES? 

Yes. Table 2 shows premiums that investors in water utilities have received 

when water utilities were either acquired or merged with other firms. At the time 

mergers or acquisitions were completed, investors received premiums that 

ranged between 35% and 55% over market values. Value Line has advised 

investors to expect such acquisitions and mergers to continue and to expect 

prices from an acquisition to be as much as four times book value. (See 
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Q. 

A. 

Attachment 1) As a result, it is reasonable to expect that investors have bid up 

prices for all water utility stocks to some extent to reflect the probability they may 

be acquired at a premium, which lowers the result produced by the DCF model. 

Table 3 confirms this has happened. It shows that common stock prices 

for the water utilities in the sample have had an annual average percentage 

increase during the last five years that exceeded annual average percentage 

increases in dividends per share (“DPS”), earnings per share (“EPS”) and book 

value per share. The annual average increase in common stock prices also 

exceeds an average of analysts’ forecasts of future growth in EPS. With the 

constant growth DCF model, in equilibrium, book values, common stock prices, 

EPS and DPS would grow at the same rate. If investors have bid up those stock 

prices in anticipation that some of the utilities may be targets for favorable 

mergers or acquisitions, dividend yields will have been bid down and expected 

future growth rates may not reflect the anticipated higher future prices. In such a 

situation, application of the constant growth DCF model may produce negatively 

biased estimates of the cost of equity for water utilities. 

DO YOU HAVE OTHER CONCERNS WITH MAKING DCF EQUITY COSTS 

FOR UTILITIES IN THE ACC STAFF SAMPLE? 

Yes. There are no forecasts of forward-looking growth for either Connecticut 

Water Service or SJW Corp at this time. Staff has used past DPS growth, past 

EPS growth and past sustainable growth (Staff calls sustainable growth “intrinsic 

growth”) as part of its measure of growth to be used in the DCF model. If an 

average of those measures of growth for Connecticut Water Service is adopted 

to make an equity cost estimate, that equity cost estimate would be 200 basis 

points below the cost of investment grade debt expected during 2005 which, of 

course, is not at all realistic. Table 3 shows past DPS growth has been 1 .I % 
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and past EPS growth has been 3.1% for Connecticut Water Service. Past 

growth from retained earnings has been 3%. Adding an average of those growth 

rates to an average of the high and low dividend yields of 3.1% (see Table 4) 

produces an indicated equity cost of only 5.6% ((3.1% x 1.024) + 2.4%), which is 

not credible when the cost of Baa bonds is expected to be 7.6% during 2005 and 

even higher during 2006, when the Company’s new rates will be in effect. (See 

Table 9) Various institutions that report investor analysts’ forecasts of growth 

(shown in Table 7) do not report such forecasts for Connecticut Water Service at 

this time. For my implementation of the FERC DCF approach, I assume 

investors expect Connecticut Water Service to have growth equal to the average 

growth expected for other water utilities. This is the approach Staff took in past 

cases such as the recent Arizona-American Water case. 

SJW Corp. poses the same problem. If an average of past growth in DPS, 

EPS and growth indicated by past retained earnings are used to estimate 

growth, SJW Corp. has an indicated equity cost that is 90 basis points below the 

expected cost of investment grade bonds in 2005 and thus is not realistic. Table 

3 shows past DPS growth has been 3.9% and past EPS growth has been 1 . I% 

for SJW Corp. Past growth from retained earnings has been 5.1%. Adding an 

average of those growth rates to an average of the high and low dividend yields 

of 3.2% (see Table 4) produces an indicated equity cost of only 6.7% ((3.2% x 

1.034) + 3.4%), which is not credible when the cost of Baa bonds is expected to 

be 7.6% during 2005 and even higher during 2006. Various institutions that 

report investor analysts’ forecasts of growth (shown in Table 7) do not report 

such forecasts for SJW Corp. at this time. For my implementation of the FERC 

DCF approach, I assume investors expect SJW Corp. to have growth equal to 

the average growth expected for other water utilities. Again, Staff has used the 
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Q. 

A. 

Q. 

A. 

same flawed approach in past cases. 

DO YOU HAVE THE SAME CONCERNS WITH INCLUDING CONNECTICUT 

WATER SERVICE AND SJW CORP. IN THE RISK PREMIUM EQUITY COST 

ANALYSES? 

No. In those risk premium analyses, the data problems with the application of 

the DCF model are not an issue. 

IN GENERAL, DOES A WATER UTILITY FACE MORE RISK WHEN IT HAS 

TO MAKE ADDITIONAL INVESTMENTS TO MEET STATE AND FEDERAL 

WATER QUALITY STANDARDS AND OTHER REGULATORY MANDATES? 

Yes. First, expected or unexpected requirements for additional capital spending 

means the water utilities have to request rate increases more often and for larger 

percentage increases in order to maintain fair rates of return. Regulatory 

procedures are expensive, time consuming, increase uncertainty, and raise 

doubts in investors' minds that regulators will authorize high enough rates and/or 

rate adjustment mechanisms to enable the water utilities to earn fair rates of 

return. This increases uncertainty about future returns and thus increases risk. 

Second, investors are concerned that regulators will delay inclusion of 

new plant in rate base or not allow part of the dollars invested or operating costs 

to be recovered. In Arizona, because there are limitations on out-of-period 

adjustments, investments may not only be challenged but also may not be 

allowed in rate base because they are not considered appropriate out-of-period 

adjustments. If such investments are challenged and there is any chance that 

the Commission will disallow part of the dollars invested or will delay recovery 

of the costs of those investments, risk increases. From an investor's point of 

view, it is the potential for such disallowances, delays or exclusion from 

consideration in setting new rates that increases risk. If additional investments 
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Q. 

A. 

Q. 

A. 

were never required there would be no potential disallowances, delays or 

possible exclusions and investor concerns would never arise; but, with the need 

for increased investments, uncertainty arises and the risk increases. 

With the need for a rate increase, delay in setting new rates as well as 

uncertainty related to what those rates will be increases risk above the level of 

risk faced by water utilities that can expect new rates to better match future costs 

of service and have less delay in obtaining rate increases. 

HAVE YOU STUDIED THE IMPACT OF FINANCING REQUIREMENTS ON 

THE RISK AND COSTS OF CAPITAL FACED BY UTILITIES? 

Yes, I have. Several years ago, before recent events in western power markets 

occurred, I conducted a study of expected differences in bond costs and 

common equity costs that faced electric utilities with different financing 

requirements. I found that utilities with above average financing requirements 

required an ROE that was approximately 80 basis points higher than was 

required by an average utility. Higher financing requirements pushed up bond 

costs, too. 

DOES THE RATE SETTING SYSTEM USED IN ARIZONA POSE ANY 

SPECIFIC RISKS TO ARIZONA WATER THAT REQUIRES THE 

AUTHORIZED ROE TO BE SET ABOVE THE MARKET COST OF EQUITY 

FOR YOUR WATER UTILITIES SAMPLE? 

Yes, it does. In its Duquesne decision, the U. S. Supreme Court stated: 

[Tlhe impact of certain rates can only be evaluated in the 

context of the system under which they are imposed . . . . 

The risks a utility faces are in large part defined by the rate 

methodology because utilities are virtually always public 

monopolies dealing in an essential service, and so relatively 
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immune to the usual market risks. 

Duquesne Light Company v. Barasch, 488 U.S. 299, 314-15 (1989). Two state- 

specific factors in Arizona make Arizona Water more risky than the utilities in the 

water utilities sample I rely upon to determine benchmark cost of equity 

estimates. One factor is the legal constraint on Arizona water utilities that limits 

their ability to obtain rate relief outside of general rate cases. The Arizona 

Constitution, as interpreted in recent court decisions, limits the ability of Arizona 

utilities to utilize adjustment mechanisms, advice letter filings and other 

streamlined procedures to obtain recovery of costs outside a general rate case, 

in contrast to many other jurisdictions. For example in RUCO v. Arizona 

Corporation Commission, 199 Ariz. 588, 20 P.3d 1169 (App. 2001), the court 

held the Commission violated the Arizona Constitution because it authorized a 

water utility to implement a surcharge to recover increased purchased water 

costs without finding the utility’s “fair value.” These limitations on obtaining rate 

relief in Arizona make it more risky for Arizona Water to do business than utilities 

in the states that permit utilities to implement surcharges and other cost recovery 

mechanisms outside a general rate case. 

Second, even in a general rate case, Arizona requires the use of historic 

test years with limitations on the amount of out-of-period adjustments. This 

process creates another state-specific factor that increases risk and thus 

required ROES for utilities in Arizona. Other states, such as California, use 

future test years or partially projected test years to better reflect future costs and 

to match plant, expenses and revenues on a going-forward basis. Such 

constraints on the determination of new rates in a general rate case make it 

difficult to construct rates that allow Arizona Water to recover the costs of service 

it will actually incur during the period when new rates are put in place. 
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Q. 

A. 

These risks increase Arizona Water’s required return on equity above the 

level required by water utilities that operate in states that do not have such 

limitations imposed, either by law or by agency policy, on the rate setting system. 

Under the Duquesne decision, the additional risk associated with the particular 

rate setting system must be compensated with an ROE that is higher than would 

be appropriate for the utilities in the water utilities sample. Because rate relief in 

Arizona is generally limited to decisions made during general rate cases, there 

are unavoidable delays in receiving such rate relief. If it takes the same amount 

of time for Arizona Water to obtain rate relief as it did in Arizona Water’s last 

GRC and in Arizona-American Water’s recent rate case, it will be late 2005 or 

even early 2006 before new rates for Arizona Water go into effect. 

DOES ARIZONA WATER FACE OTHER ADDITIONAL RISKS NOT FACED 

BY UTILITIES IN THE WATER UTILITY SAMPLE? 

Yes. Arizona Water faces risk that unavoidable purchased water and purchased 

power costs in its Eastern Group systems will not be recovered and risk that 

costs to treat arsenic that are not recognized by its ACRM will not be recovered. 

Generally, changes in purchased water and purchased power costs are 

beyond the control of Arizona Water. In the Eastern Group rate case, Staff 

recommended elimination and subsequently the Commission eliminated Arizona 

Water’s PPAMs and PWAMs in the Eastern Group systems. The PPAMs and 

the PWAMs are similar to cost adjusters available to the water utilities in the 

water utilities sample. Such adjusters reduce risk for the water utilities sample 

and thus the elimination of the PPAMs and PWAMs in the Company’s Eastern 

Group systems by the Commission has made Arizona Water more risky than the 

sample water utilities. Such risk is heightened by the fact that Arizona Public 

Service has filed for increases in electric rates that Arizona Water must pay to 
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Q. 

A. 

provide service to its customers but the magnitude of such rate increases on 

the Company’s operations is not known. Without the PPAM, such rate increases 

- that are beyond the control of Arizona Water, but approved by the Commission 

- pose a risk to Arizona Water that other water utilities with adjusters similar to 

the PPAM would not have. 

HAVE YOU STUDIED THE IMPACT OF RATE ADJUSTMENT MECHANISMS 

THAT MITIGATE THE IMPACT OF CHANGES IN COSTS BEYOND THE 

CONTROL OF WATER UTILITIES ON REQUIRED RETURNS OF EQUITY? 

Yes, I have. In California, prior to November 2001, unexpected outlays for 

purchased water, purchased power and pump taxes were booked to balancing 

accounts and ultimately either refunded to customers or collected from 

customers in the future independent of an earnings test. The California Office of 

Ratepayer Advocates (“ORA”) proposed a modification of the balancing account 

mechanism that would continue the balancing accounts, but base recovery of 

unexpected higher costs on an earnings test. I conducted company-specific 

simulation analyses of the ORA proposal for three California water utilities and 

found the cost adjustment mechanisms reduce utilities’ costs of equity without 

placing any added burden on ratepayers.’ My studies showed that the proposed 

modification of the balancing account procedures increased required ROEs by at 

least 75 basis points.* These negative impacts on expected ROEs were the 

result of just a proposed modification of the balancing account mechanisms, not 

elimination of them. Arizona Water’s increased risk due to loss of PPAMs and 

PWAMs for the Eastern Group is more severe than the change in balancing 

’ There is no added burden if ratepayers are expected to pay their actual costs of service. A balancing 
account recovers or refunds only unexpected costs of water or power. 

My study indicated increases in required ROEs of 75 basis points for California Water Service, 90 basis 
points for Southern California Water and 110 basis points for San Gabriel Valley Water Company. 
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Q. 

A. 

Q. 

A. 

accounts in California, and clearly shows that Arizona Water’s risk and required 

ROE has increased as a result of the Staff recommendation and Commission 

decision to eliminate PPAMs and PWAMs altogether for some of the Company’s 

systems. 

YOU ALSO MENTIONED THE RISK ARIZONA WATER FACES WITH 

RESPECT TO RECOVERY OF ARSENIC-RELATED TREATMENT COSTS. 

DOESN’T ARIZONA WATER HAVE AN ACRM THAT OFFSETS THAT RISK? 

No, it does not. EPA’s new arsenic MCL of 10 parts per billion (“ppb”) requires 

Arizona Water to make substantial new investments in non-revenue producing 

facilities which would otherwise not be required and are not required by water 

utilities in other geographic areas that do not need to remove arsenic from their 

sources of water. Arizona Water does not have an ACRM approved for its 

systems in the Western Group, and even for those systems that are covered 

by an ACRM, the provisions of the ACRM limit the deferral period of recoverable 

0 & M costs, excludes other costs and allows only two filings per system. This 

does not offset the risk. 

PLEASE DISCUSS THE SITUATION IN THE WESTERN GROUP. 

Currently there is no ACRM approved for systems in the Western Group. This 

raises serious risks for Arizona Water because the investments in arsenic 

treatment plant for systems in this Group represent 55%, 187% and 37% of the 

adjusted rate bases for three of those systems and the annual operating and 

maintenance (“O&M”) costs net of taxes to operate those facilities represent 

92%, 173% and 129% of the adjusted net operating incomes of those systems. 

Mr. Kennedy provides more detail on these capital costs and O&M requirements. 

The Company has filed for an accounting order that would allow it to defer these 

costs. But even if its request is approved, the Company will be unable to make 
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Q. 

A. 

an ACRM filing until 2006 when the plant must be in place to meet federal 

treatment requirements. This places a severe financial burden on the Company 

to finance the Western Group arsenic treatment plant facilities for 12 to 24 

months before recovery of these costs could even begin. 

DOES THE ACRM APPROVED FOR THE NORTHERN AND EASTERN 

GROUPS FULLY MITIGATE RISK? 

No. The ACRM is limited in scope and does not provide Arizona Water with an 

opportunity for full cost recovery. For many months, the Company, Staff and 

RUCO attempted to reach an agreement concerning an appropriate ACRM. The 

Company estimated that, on a company-wide basis, it would have to finance 

nearly $30 million to construct arsenic treatment facilities and related plant, and 

would experience increases in O&M costs of more than $5 million. For 

comparison, the Company’s total capitalization was approximately $70 million 

when those estimates were made and the increased O&M costs were 74% of 

total 2003 operating income. Consequently, there was general agreement that 

some sort of cost recovery mechanism was needed. Nevertheless, it was difficult 

to obtain an agreement with Staff, and no agreement was ever reached with 

RUCO. 

In Decision No. 66400 (October 14, 2003), the ACRM was approved for 

the Northern Group. In that Decision, the Commission found that 

. . . the agreement between Staff and Arizona Water will 

enable the Company to recover a portion of additional 

O&M expenses associated with arsenic treatment 

facilities, whether those facilities are constructed and 

operated by Arizona Water or by a third party pursuant to 

a lease agreement. However, the recovery of O&M 
-. 
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expenses is confined to specific and narrowly defined 

costs in order to enable Staff and other parties to more 

easily audit expenditures incurred by the Company for the 

treatment facilities. Decision No. 66400 at 20 (emphasis 

added). 

The Commission acknowledged that the ACRM was not designed to give Arizona 

Water an opportunity for full cost recovery. Arsenic treatment cost recovery is 

limited to a narrowly defined set of costs. In addition, the Commission required 

that Arizona Water’s rate of return for the affected systems could not exceed the 

authorized rate of return established in Decision No. 64282. Decision No. 66400 

at 17-18. In Arizona Water’s last GRC, the Commission approved a similar 

ACRM for the Eastern Group systems. Decision No. 66849 at 31. 

From a risk standpoint, the new arsenic MCL has a much greater impact 

on water utilities in Arizona than on water utilities in the water utilities sample in 

other parts of the United States where the natural occurrences of arsenic in 

water supplies are minimal. The ACRM for the Northern and Eastern Groups 

mitigates some of the risk of placing and operating new facilities required to meet 

the federal arsenic standard, but was not designed to allow full recovery of those 

costs. Given the short time before the deadline for compliance with the federal 

arsenic standard and the time necessary to make an ACRM filing, assuming 

approval of a Western Group ACRM in this proceeding, it may not be possible for 

Arizona Water to recover similar costs for its Western Group systems. Thus, 

while some of the risk of meeting the new arsenic standard has been mitigated 

with the ACRM, risk remains, and Arizona Water has more risk than water 

utilities in the water utilities sample that do not have to make such additional 

investments and incur such additional O&M costs. 
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Q. 

A. 

Q. 

A. 

ARE THERE ANY OTHER ASPECTS OF ARIZONA WATER’S RATE 

SETTING SYSTEM THAT INCREASE RISK? 

Yes. In the past several years, the Commission has placed increased emphasis 

on water conservation, and water utilities have been required to implement 

inverted block rate structures, which are intended to cause customers to use less 

water. Inverted block rates were an issue in Arizona Water’s last GRC, and in its 

Eastern Group, Arizona Water now has rates based on an inverted block rate 

design. As a result, Arizona Water is more risky than water utilities that have 

rates that more closely conform to the costs of providing service. 

Because the primary objective of this type of water rate design is to 

reduce water use, the adoption of inverted block rates creates additional risk. 

Inverted block rates may cause revenue erosion and instability. American Water 

Works Association, Alternative Rates (1992) 18. At a minimum, it is reasonable 

to expect some reduction in water use, and therefore a reduction in the utility’s 

revenues, which may prevent it from earning its rate of return. However, the 

magnitude of these reductions is often difficult to predict. This uncertainty makes 

it more difficult to develop rates that allow the utility a reasonable opportunity to 

recover its cost of service, including its cost of equity. This uncertainty creates 

additional risk that increases Arizona Water’s required return on equity. 

DO YOU HAVE AN OPINION ABOUT HOW MUCH THE RISK POSED BY THE 

RATE SETTING SYSTEM IN ARIZONA, THE INADEQUATE RECOVERY OF 

COSTS BY THE ACRM, THE ELIMINATION OF THE PPAMS AND PWAMS IN 

THE EASTERN GROUP SYSTEMS, AND THE INVERTED RATES 

INCREASES ARIZONA WATER’S REQUIRED ROE? 

Yes. These factors increase the Company’s risk and thus its required ROE by at 

least 50 basis points above the ROE required by the benchmark water utilities. 
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Q. 

A. 

Q. 

A. 

IS THERE EVIDENCE THAT CORROBORATES THE NEED FOR SUCH A 

RISK PREMIUM ? 

Yes, there is. The utilities in the water utilities sample used to determine equity 

costs are rated by Moody’s or S&P at either A or AA. (See Table 1). At the time 

the cost of the Company’s last bond issue was set, it had a cost of debt that was 

37 basis points above the cost of A-rated bonds and 49 basis points above the 

cost of AA-rated bonds. The cost of equity for a utility is undeniably higher than 

its incremental cost of debt. If the common equity cost risk premium above the 

cost of debt for Arizona Water is the same as the common equity risk premium 

above the cost of debt for the water utilities sample, this factual evidence sets the 

floor under the common equity risk premium required for Arizona Water. Arizona 

Water, however, has additional common equity risks than the sample water 

utilities and thus the expected risk premium will be higher than the floor of 37 to 

49 basis points. Given the higher risks of Arizona Water that were discussed 

above, 50 basis points provides a conservative value for that required equity cost 

risk premium above the cost of equity for the water utilities sample. 

DOES ARIZONA WATER FACE OTHER RISKS? 

Yes. Arizona Water is more risky than the water utilities sample because it is 

smaller than the average utility in the water utilities sample and has less financial 

flexibility than those publicly traded utilities. 

Smaller companies - and smaller water utilities in particular - are more 

risky than larger companies. Staff used the original version of the CAPM to 

determine equity costs in Arizona Water‘s last general rate case. Thirty years 

after that original version of CAPM was developed, new scholarly studies3 found 

Beta is the measure of risk in the original CAPM. Eugene Fama and Kenneth French found that even 
after accounting for differences in beta risk among companies, smaller companies are generally more 
risky than larger ones. “Industry Costs of Equity,” 43 Journal of Financial Economics (1997) pp. 153-193. 
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Q. 

A. 

that version of the CAPM is incomplete and that the size of a company needs to 

be included in models that explain risk and required returns for common stocks. 

Thus, if other risk factors are the same, smaller companies require higher equity 

returns than do larger companies. I published an article in The Quarterly Review 

of Economics and Finance (“Utility Stocks and the Size Effect - Revisited,” Vol. 

43, Issue 3, Autumn 2003, 578-582) that provides specific evidence that the 

stocks of small water utilities, like Arizona Water, are more risky than the stocks 

of larger water utilities, such as those in the water utilities sample. The California 

PUC also conducted a study that showed smaller water utilities are more risky 

than larger ones4 Even so, the Company is not including an additional risk 

premium for size in this proceeding, though I believe it would be justified in doing 

so. 

DOES ARIZONA WATER’S LIMITED FINANCIAL FLEXIBILITY INCREASE 

ITS RISK? 

Yes. Arizona Water does not have access to the public equity and bond markets 

that are available to the utilities in the water utilities sample. This lack of 

financing flexibility increases risk for Arizona Water because it has no choice but 

to rely on retained earnings, short-term debt, and privately placed bonds to 

provide the capital necessary to finance the utility plant improvements and 

additions required to treat arsenic and otherwise assure the quality and reliability 

of water service. By contrast, utilities in the water utilities sample with publicly 

traded common equity and bonds have the flexibility to issue shares of common 

In chapter 7 of Stocks, Bonds, Bills and Inflation, 2004 Yearbook Valuation Edition, lbbotson Associates 
report that when betas are properly estimated, betas are larger for small companies than for larger 
companies. They also find that even after accounting for differences in beta risk, small firms require an 
additional risk premium over and above the added risk premium indicated by differences in beta risk. 

Staff Repod on lssues Related to Small Water Utilities, June 10, 1991 and CPUC Decision 92-03-093. 
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IV. 

Q. 

A. 

equity to keep their capital structures in balance and raise additional capital from 

external sources. For example, in its First Quarter Report to Shareholders, 

Middlesex Water stated: 

On May 14, 2004, the Company [Middlesex] closed on the 

offering of 700,000 shares of its Common Stock. The 

Company also granted the underwriters an over-allotment 

option to purchase an additional 100,000 shares. We intend 

to use the net proceeds to repay most of our outstanding 

short-term borrowings. 

A Note from the President, May 15, 2004, First Quarter Report to Stockholders, 

Middlesex Water Company. Arizona Water does not have the option to issue 

common stock to the public to repay its outstanding short-term borrowings or 

obtain equity capital from the public for any other purpose. This lack of financing 

flexibility is of special concern to Arizona Water because the Company must 

make relatively large investments. As with the risk premium for size, the 

Company is not including a risk premium for this additional risk in this 

proceeding. 

OVERVIEW AND DCF EQUITY COST ESTIMATES 

DOYOUHAVEANYGENERALOBSERVATlONSTHATPUTYOUREQUlTY 

COST ESTIMATES IN PERSPECTIVE? 

Yes, In 2003, 

Treasury rates dropped to the lowest level in close to 40 years. From 1964 to 

2002, annual average yields on IO-year Treasury securities, for example, ranged 

from 4.19% to 13.92%. For the IO-year period ending in 2002, the annual 

averages of IO-year Treasury rates ranged from 4.61 % to 7.09%. By contrast, in 

2003, that annual average was only 4.01 %. 

Equity costs move in the same direction as interest rates. 
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Q. 

A. 

At present, however, interest rates, and thus costs of equity for Arizona 

Water, are rising and expected to continue rising. As of June 14, 2004, the 10- 

year Treasury rate reported by the Federal Reserve was 4.89% and the June 

2004 Blue Chip long term consensus forecast for the IO-year Treasury rate for 

2005 was 5.6%, rising to 5.9% in 2006. Value Line forecasts of Treasury rates 

made in May 2004 also indicate that interest rates are increasing and expected 

to be higher in 2005 and 2006 than they are today and much higher than they 

were in 2003. Recently, the Federal Reserve has twice 

increased its target rate for short-term interest rates for the first time in several 

years. Most analysts expect further increases. Based on interest rate forecasts 

alone, the Commission should anticipate reasonable estimates of the cost of 

equity for water utilities to be higher today than in 2003. 

PLEASE PROVIDE AN OVERVIEW OF YOUR DCF EQUITY COST 

ESTIMATES. 

An ROE for Arizona Water that is fair to ratepayers, yet still provides a 

satisfactory return for investors, is the Company’s cost of equity. To estimate 

that cost of equity, the analyst requires market data that reveals investors’ 

required returns, but such data are not available for Arizona Water. It is not 

publicly traded, and there is no “pure play” company that is perfectly comparable 

to Arizona Water. Equity costs based on data for the sample of water utilities, 

however, are for companies that provide the same service and thus provide a 

useful starting point in the determination of Arizona Water’s cost of equity. 

(See Table 9.) 

I determine DCF equity costs for water utilities based on the two methods 

the FERC uses to determine DCF equity costs in different situations. When the 

FERC determines an equity cost for an electric utility, it uses a “one-step” model. 

Conceptually, the one-step model is the same as the constant growth DCF 
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Q. 

A. 

model the Staff employed in Arizona Water’s last GRC. When the FERC 

determines equity costs for gas transmission companies, it uses a “two-step” 

DCF model. The two-step model is conceptually the same as the multi-stage 

DCF equity model Staff presented in that same pr~ceeding.~ 

PLEASE EXPLAIN THE DCF METHOD OF ESTIMATING THE COST OF 

EQUITY. 

The constant growth DCF model computes the cost of equity as the sum of an 

expected dividend yield (“D1/ PO”) and an expected long-term average dividend 

growth rate (“g”). The expected dividend yield is computed as the ratio of next 

period’s expected dividend (“DI”) divided by the current stock price (“Pg))). 

Generally, the constant growth model is computed with formula (1) or (2): 

(1) Equity Cost = Do/Pox (1 + 9) + g 

(2) Equity Cost = D1/Po + 9 

where Do/ PO is the current dividend yield and DI/ PO is found by increasing the 

current yield by the growth rate. The DCF model is derived from the valuation 

model shown in equation 3 below: 

(3) Po = DI/(l+k) + Dn/(l+k)2 + . . . + Dn/(I+k)”, 

where k is the cost of equity; n is a very large number; PO is the current stock 

price, DI, D2, . . . Dn are the cash flows expected to be received in periods 1 , 2, . 

. . n, respectively. Equation (3) can be re-written to show that the current price 

(PO) is also equal to 

(4) Po = Dl/(l+k) + D2/(1+k)2 + P2/(1+k)2, 

where P2 is the price expected to be received at the end of the second period. 

When the multi-stage DCF model is used to estimate the cost of equity, it is 

assumed investors expect different rates of growth in the initial period and 

Direct Testimony of Joel M. Reiker, Docket No. W-01445A-02-0619, Schedule JMRB. 
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Q. 

A. 

subsequent period. 

If the future price (P2) included a premium, the price the investor would 

pay today in anticipation of receiving that premium would increase. Table 2 

reports premiums investors have recently received from mergers and 

acquisitions. Attachments 1 and 2 to this testimony explain why such premiums 

are expected to continue. If investors expect that a water utility is a potential 

merger/acquisition candidate they will bid its stock price up to the present value 

of the future price expected from the merger/acquisition to reflect that probability. 

In such a situation, the dividend yield would be lower and thus either the 

constant growth (one-step) DCF model or the multi-stage (two-step) DCF model 

may understate the cost of equity. In making my DCF equity cost estimates 

below, I do not account for this bias in the DCF equity cost estimates, and thus 

my DCF equity cost estimates are conservative. 

PLEASE BEGIN WITH YOUR DCF ESTIMATES BASED ON THE FERC ONE- 

STEP MODEL. HOW DOES FERC IMPLEMENT THAT MODEL? 

The FERC implements the one-step (or constant growth) DCF model by initially 

combining the lowest and highest dividend yields for individual utilities in the 

sample during the most recent six month period with two estimates of forward- 

looking growth to estimate a range of DCF equity costs for the utilities in its 

sample. Next, the FERC eliminates from consideration any of those equity cost 

estimates that imply the cost of equity is below the cost of investment grade 

bonds. Then the FERC determines a range of equity costs for the sample and a 

mid-point of that range to determine the cost of equity. This method is fully 

discussed in Southern California Edison Company, Opinion No. 445, 92 F.E.R.C. 

61,070 (2000). This opinion is included as Attachment 3 to this testimony. 

More recent FERC decisions refer back to the Southern California Edison 
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decision. For example, see FERC findings in Midwest Independent 

Transmission System Operator, 100 F.E.R.C. 61,292 (2002). 

HOW DID YOU COMPUTE CURRENT DIVIDEND YIELDS? 

The FERC one-step method determines a range of dividend yields based on the 

lowest and the highest dividend yields during the last six months. Table 4 

reports those dividend yields for the water utilities sample. 

WHAT GROWTH RATES ARE CONSIDERED IN THE FERC ONE-STEP 

METHOD? 

The FERC considers estimates of both sustainable growth (growth Staff has 

called “intrinsic growth”) and analysts’ forecasts of growth. I agree with the 

choice of growth estimates relied upon by the FERC. The DCF model requires 

estimates of growth that investors expect in the future. No weight should be 

given to historical measures of growth. Logically, financial institutions and 

analysts would have taken such past information into account, and other more 

recent information, when they make their forecasts for the future.6 To the extent 

that past, recorded results provide useful indications of future growth prospects, 

the forecasts would already incorporate the past and any further recognition of 

the past will double-count what has already occurred. When there is no 

estimate of forward-looking growth for a utility in the water utilities sample, I have 

followed the method Staff adopted in the past and assumed investors expect the 

growth for that utility to equal the average of growth rates for the other water 

utilities in the sample, as explained above. 

See David A. Gordon, Myron J. Gordon and Lawrence I. Gould, “Choice Among Methods of Estimating 
Share Yield,” Journal of Portfolio Management (Spring 1989). 50-55. Gordon, Gordon and Gould found 
that a consensus of analysts’ forecasts of earnings per share growth for the next five years provides a 
more accurate estimate of growth required in the DCF model than three different historical measures of 
growth. They explain that this result makes sense because analysts would take into account such past 
growth as indicators of future growth as well as any new information. 
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WHAT IS SUSTAINABLE GROWTH? 

Sustainable growth is derived by combining expected growth from future retained 

earnings and expected future growth from sales of common stock above book 

value. The FERC defines sustainable growth as follows: 

The sustainable growth rate is calculated by the following 

formula: g = br + sv, where “b” is the expected retention 

ratio, ‘Y is the expected earned return on common equity, 

“s” is the percent of common equity expected to be issued 

annually as new common stock , and “v” is the equity 

accretion rate. 

Southern California Edison, 92 F.E.R.C. at p. 61,269, citing Connecticut Light 

and Power Co. 45 F.E.R.C. 62,370 at p. 62,161, n. 15 (1988). The retention 

ratio “b” is equal to (I - the ratio of dividends divided by earnings) and the equity 

accretion rate ‘Iv” is equal to (1 - (book value divided by market value)). Myron 

Gordon developed this concept of growth in his book, The Cost of Capital to a 

Public Utility (Michigan State University 1974). Gordon explains why “sv” growth 

can be expected when market prices exceed book value but why Iisv’’ growth is 

not expected to come into play when market prices are below book values. 

HOW DO YOU ESTIMATE EXPECTED “br” GROWTH? 

Investors’ expectations of what the retention ratio and the expected ROE will be 

in the future determine this portion of expected sustainable growth. Multiplying 

“b” times “r” gives the estimate of future sustainable growth from retained 

earnings. Investors look for measures of future growth when pricing stocks. 

When the data are available, I have used Value Line projections of future ROES, 

future DPS and future EPS to make the forecasts of “br” growth. The available 

estimates of “br” growth are reported in Table 5 as well as the average “br” for 
-. 
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those water utilities. 

HAVE YOU ESTIMATED “sv” GROWTH FOR THE WATER UTILITIES 

SAMPLE? 

Yes. My estimates of “sv” growth for the water utilities are presented in Table 6. 

I have used Value Line projections of new issues of shares of common stock to 

estimate %.” The estimates of V’ are based on reported book values and 

respective averages of the prices used to compute the dividend yields. Some of 

the utilities in the water utilities sample have sold stock at prices in excess of 

book value in recent years and have thus achieved Lisv” growth. Knowledgeable 

investors would expect such growth in the future. Available forecasts indicate 

investors expect some of the sample water utilities to issue more shares of stock 

over time. Thus there will be a positive “s” term in “sv” growth. Also, the 

average market-to-book ratio for the sample of water utility stocks is over 2.0. 

Unless stock prices drop to less than half of their current values, there will be a 

positive ‘‘VI’ for the foreseeable future. 

DOES THE FERC SPECIFICALLY INCLUDE ESTIMATES OF “sv” GROWTH 

IN THE ESTIMATES OF SUSTAINABLE GROWTH? 

Yes, it does. 

DO MARKET-TO-BOOK RATIOS GREATER THAN 1 .O IMPLY INVESTORS 

EXPECT THE UTILITIES IN THE WATER UTILITIES SAMPLE TO EARN 

BOOK RETURNS ON EQUITY GREATER THAN THE COSTS OF EQUITY? 

No. There are many reasons investors may bid up market prices for stocks 

above book values other than an expectation that a water utility will earn more 

than its cost of equity. Investors may expect a city or some other public entity to 

condemn all or part of a water utility and that the public entity will be required by 

the court to pay the utility the fair market value for it. Water utilities’ assets 
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typically have a value based on reproduction cost that is well in excess of book 

value. I have testified on the values of water utility properties and electric utility 

properties in various court cases in California, Utah and Oregon. Based on my 

experience, in situations where only a portion of the utility is being condemned, 

valuations based on both reproduction cost new less depreciation and the 

income approach indicate utility property has a value well in excess of book 

value. Investors would be aware that courts may award potential condemnation 

values well in excess of book values even if the utility earns no more than its cost 

of equity. 

ARE THERE OTHER REASONS? 

Yes, Investors may anticipate a merger or acquisition that produces premium 

prices similar to those reported in Table 2, which have been well above book 

values. With such anticipated sale prices well above book values, a water utility 

would also be priced above book value even if the water utility made no more 

than its cost of equity. There are other reasons as well.' 

WHERE DO YOU REPORT YOUR ESTIMATE OF AVERAGE SUSTAINABLE 

GROWTH? 

That value is developed in Table 5. 

IS THERE ANOTHER INDICATOR OF FUTURE GROWTH THAT THE FERC 

RELIES UPON WHEN IT IMPLEMENTS THE ONE-STEP DCF APPROACH? 

Yes. The other estimates of forward-looking growth relied upon by the FERC 

An Oregon Public Utility Commission staff witness listed the following six reasons a market price could 
exceed book value even if the utility was expected to earn its authorized ROE: (1) public utility 
commissions do not issue orders simultaneously in all jurisdictions, (2) not all of a company's earnings 
are regulated, (3) regulatory expenses, revenue and rate base adjustments may cause accounting 
returns to differ from those calculated on a rate case basis, (4) actual sales do not equal sales assumed 
in a rate case, (5) market expected ROEs change frequently while rate case authorized ROEs do not, and 
(6) regulated subsidiaries constitute only a piece of a holding company pie. Testimony of John Thornton 
in Oregon Docket UM 903 (filed November 9, 1998). 
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are analysts’ forecasts of future five-year EPS growth. Table 7 reports analysts’ 

five-year forecasts of EPS growth reported by a number of financial institutions 

and the average of those analysts’ forecasts. The first two columns of Table 7 

show analysts’ consensus forecasts of future EPS growth rates reported by 

Zacks and Thomson First Call that were available for the utilities in the water 

utilities sample. The third column shows available analysts’ growth forecasts for 

the same water utilities that are reported in the S&P Earnings Guide. Column 4 

shows forecasts of EPS growth reported by Value Line at April 30, 2004. The 

average of analysts’ forecasts of growth is 7.0%. For my implementation of the 

FERC one-step method, I have used the average of these analysts’ forecasts of 

growth for each of the utilities when such forecasts were available. If forecasts 

were not available, I followed Staffs past practice of assuming investors expect 

the missing growth rate to equal the average growth expected for the other water 

utilities in the sample, as explained previously. 

HOW DID YOU UTILIZE THIS INFORMATION ON DIVIDEND YIELDS AND 

ESTIMATED FUTURE GROWTH TO MAKE YOUR BENCHMARK DCF 

ESTIMATES WITH THE FERC ONE-STEP METHOD? 

I adopted the approach shown in Table 4. First, adjusted high and low dividend 

yields were computed for each of the utilities by increasing the current dividend 

yields shown in column “a,’ by one-half the average of the two estimates of 

growth presented in columns “c” and “d”. The FERC method increases the 

current dividend by only one-half of the expected future growth and thus 

produces a value for D1/Po that is conceptually only six months (instead of one 

full year) into the future. In my view this results in conservative estimates of the 

cost of equity, but I have adopted this method in my implementation of the FERC 

one-step approach because the FERC uses that method. 
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Next, I computed the low equity cost estimates shown in column “e” of 

Table 4 for each of the utilities by combining the lowest estimate of growth for 

each utility with the respective low estimates of the adjusted dividend yield. The 

equity cost estimates in column “f” were then made by combining the highest 

estimate of growth with the high dividend yields. 

The last step of the FERC one-step method is to estimate the mid-point of 

the indicated equity cost range as the benchmark cost of equity. Both the mid- 

point and the average of the various equity cost estimates are 10.2%. This 

equity cost for the sample understates the Company’s cost of equity because 

Arizona Water is more risky for the reasons discussed above. 

DID YOU CONSIDER ALL TWELVE EQUITY COST ESTIMATES WHEN YOU 

DETERMINED THE MIDPOINT OF THE EQUITY COST RANGE? 

Yes, I did. As I mentioned above when I described the one-step method, the 

FERC deletes any individual utility equity cost estimate that is not at least 40 

basis points above the cost of investment grade bonds. Based on the estimates 

made here, none of the indicated costs of equity is that small and thus none was 

deleted from the range used to determine the mid-point equity cost for the 

benchmark sample. 

PLEASE TURN TO YOUR IMPLEMENTATION OF THE FERC’S TWO-STEP 

APPROACH. HOW DOES THE TWO-STEP APPROACH DIFFER FROM THE 

ONE-STEP APPROACH? 

The FERC two-step approach differs from the one-step approach in that it 

assumes that investors will expect terminal growth to be different than initial 

growth. In deriving its two-step approach, the FERC recognized that investment 

houses use more complex three-stage models in which the first and second 

stages could have a length of possibly 20 years and the final stage growth is the 
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long-term growth rate of the economy. The FERC also noted that determining 

the length of such stages requires judgment on the part of the analyst. In 

Opinion 396-B, the FERC expressed its preference for the simpler two-step 

model that, in effect, combined the first two stages of the more complicated 

three-stage model used by investment houses. Northwest Pipeline Company, 79 

F.E.R.C. 61,309 (1997). The FERC specifically rejected the use of the 

“investment house approach” in which a complicated three-stage model that 

required solving for the ROE with an iterative process was used to determine 

ROE. FERC stated such models are not only complicated but require judgments 

as to how long initial growth will continue, and whether the transitional growth 

rate would decline (increase) towards the terminal growth rate slowly, quickly or 

at a steady rate. 

HOW DOES THE FERC DETERMINE GROWTH WITH THE TWO-STEP 

MODEL? 

The FERC adopts analysts’ forecasts of EPS growth as the growth rate in the 

first stage, forecasted growth of Gross Domestic Product (“GDP”) for growth for 

the final stage and took an average of those growth rates to compute growth for 

the two-step model. More recently, in Southern California Edison, the FERC 

indicated it gives a weight of two-thirds to analysts’ forecasts of growth and a 

weight of one-third to GDP growth to compute that average growth rate. 

Southern California Edison, 92 F.E.R.C. at 61, 257 and n.19 (citing Northwest 

Pipeline Company). 

HOW DOES THE FERC TWO-STEP MODEL DIFFER FROM THE MULTI- 

STAGE DCF APPROACH PRESENTED BY STAFF IN THE 2003 ARIZONA 

WATER AND ARIZONA-AMERICAN WATER CASES? 

Conceptually, the multi-stage DCF model presented by Staff in water utility rate 
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cases in 2003 is similar to the FERC two-step model, but the choices made by 

Staff to implement the model lead to significantly lower estimated costs of equity. 

Both the FERC and Staff assumed terminal growth should ultimately be 

assumed to equal GDP growth. The distinction between the Staff multi-stage 

analysis and the FERC two-step method can be boiled down to two significant 

differences. First, the FERC assumes the initial period before reaching terminal 

growth is much longer than the four or five years that Staff assumed in its multi- 

stage model. FERC wisely assumes it will take many years before the terminal 

growth for a utility will be the same as growth in GDP. Second, the FERC 

assumes investors rely on EPS growth in the longer, initial period, when they 

price common stocks. The FERC approach correctly recognizes that it is 

earnings that permit dividends to be paid and thus bases growth in its longer, 

initial period on EPS growth, not short-term DPS growth used by Staff in its 

model. 

WHERE DO YOU REPORT YOUR TWO-STEP EQUITY COST ESTIMATE? 

It is reported in Table 8. In preparing this estimate, I have relied on spot prices 

instead of an average of prices. Staff has indicated its preference for spot 

prices.8 The values for the DCF dividend yield (D,/Po ) are based on the FERC 

convention of increasing current dividends by only one-half the growth rate. As I 

indicated in my discussion of the one-step approach, it is my view that this 

method of computing dividend yields produces very conservative estimates of 

the cost of equity. Consistent with the FERC two-step approach described in the 

Northwest Pipeline Company opinion, the initial growth rates are the analysts’ 

It is my view that average dividend yields are preferred to spot yields when making DCF equity cost 
estimates. To eliminate an issue with Staff, the numbers in Table 8 are closing prices at the time this 
testimony was written. 
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A. 

forecasts of growth. (See Table 4.) The terminal growth rate I have relied upon 

is 6.5%, which is the estimate of the long-term growth in GDP relied upon by 

Staff in Arizona Water’s last GRC and in Arizona-American Water’s recent rate 

case. That growth rate provides a conservative estimate of the long-term 

estimate of GDP growth. The more appropriate growth estimate to use in this 

analysis would be the long-term arithmetic average growth rate of 6.8%. The 

6.5% value is the long-term geometric average and thus understates the 

forward-looking growth required by  investor^.^ Therefore, the smaller GDP 

growth value of 6.5% in my analysis is very conservative. Based on the FERC 

two-step approach, the indicated cost of equity for the water utilities sample is 

10.4%. Because Arizona Water is more risky, its cost of equity is at least 50 

basis points higher. 

RISK PREMIUM EQUITY COST ESTIMATES 

PLEASE TURN TO YOUR RISK PREMIUM EQUITY COST ESTIMATES FOR 

WATER UTILITIES. CAN YOU PROVIDE AN OVERVIEW OF THE RISK 

PREMIUM METHOD OF ESTIMATING THE COST OF EQUITY? 

Yes. Under the risk premium approach, the risk premium is directly estimated by 

comparing authorized and actual returns on equity with the current yields of 

investment grade bonds or other debt instruments: 

The risk premium method of determining the cost of equity, 

sometimes referred to as the “stock-bond-yield spread 

method” or the “risk positioning method,’’ or again the “bond- 

~~ ~ 

This issue is discussed in lbbotson Associates, SBBl2003 Yearbook 100-101. The geometric average 
is used to report what has happened not what is expected to happen and only applies for the future if 
year-to-year growth in GDP is not expected to fluctuate. If GDP growth varies - even slightly - from year 
to year in the future, the past GDP growth will not be realized if the geometric average is used to set the 
growth. If year-to-year variation is the same as in the past, the required growth rate is the arithmetic 
average growth rate. 
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yield plus risk-premium” method, recognizes that common 

equity capital is more risky than debt from an investor’s 

standpoint, and that investors require higher returns on 

stocks than on bonds to compensate for the additional risk. 

The general approach is relatively straightfonvard: First, 

determine the historical spread between the return on debt 

and the return on equity. Second, add this spread to the 

current debt yield to derive an estimate of current equity 

return requirements. 

The risk premium approach to estimating the cost of equity 

derives its usefulness from the simple fact that while equity 

return requirements cannot be readily quantified at any 

given time, the returns on bonds can be assessed precisely 

at every instant in time. If the magnitude of the risk 

premium between stocks and bonds is known, then this 

information can be used to produce the cost of common 

equity. This can be accomplished retrospectively using 

historical risk premiums or prospectively using expected risk 

premiums . 

Roger A. Morin, Regulatory Finance: Utilities’ Cost of Capital (1994) at 269. The 

risk premium approach is a simpler and less subjective approach. There is no 

need to estimate betas or current expected market risk premiums, as required in 

implementing the CAPM, and there is no reason to determine if “beta risk is the 

only risk of relevance to investors holding shares of water utilities. For these 

reasons, regulatory commissions use the risk premium approach in setting rates 

far more frequently than the CAPM. 

U \RA~CASEUOM\TestrmonyVeppVlna1_0907M DOC 39 
Bl8ROM 



I 
1 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
‘I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q. 

A. 

Q. 

A. 

Q. 

A. 

WHAT ARE THE SOURCES FOR YOUR RISK PREMIUM ESTIMATES? 

The sources are the methods and data presented by the CPUC Staff in various 

general rate cases. I have made three risk premium analyses. 

EXPLAIN YOUR FIRST ANALYSIS. 

My first analysis is an update of the method presented by CPUC Staff in 

California-American Water Company’s Los Angeles district rate case (Docket 

No. A 03-07-036) in January 2004. The only difference in my first analysis and 

the one relied upon by CPUC Staff in that case is the updated forecasts of 

interest rates. CPUC Staff has used this risk premium approach to determine 

costs of equity in numerous cases during the last three years. Under this 

approach, CPUC Staff adopted annual averages of actual realized ROES for the 

six water utilities in my sample as proxies for the costs of equity for the period 

1993-2002, subtracted contemporaneous Treasury rates from those equity cost 

proxies to determine annual average risk premiums, then added the 5-year and 

the 10-year averages of those risk premiums to forecasts of the respective 

Treasury rates to determine an equity cost range. 

WHAT HAVE YOU DONE TO UPDATE THE CPUC STAFF’S RISK PREMIUM 

ANALYSIS? 

I have updated the CPUC Staffs analysis by updating the forecasts of the 

Treasury rates with an average of Treasury rate forecasts for the period 2005- 

2006 made by Blue Chip and Value Line. This is the only change from the risk 

premium analysis CPUC Staff presented in Table 2-7 of its Cost of Capital 

Report for California-American Water Company in Docket No. A 03-07-036. The 

interest rate forecasts I have relied upon to make this update are averages of 

Blue Chip’s consensus forecast of interest rates for 2005 and 2006 reported in 

June 2004 and Value Line’s most recent quarterly forecasts of interest rates 
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made May 28, 2004. I report those Treasury rate forecasts and forecasts for 

Baa bond rates in Table 9. 

HAS ACC STAFF RELIED UPON FORECASTS OF INTEREST RATES IN 

ANALYSES OF EQUITY COSTS IN PAST CASES? 

Yes, it has. For example, in Docket No. U-1656-91-134, Staff relied upon Blue 

Chip Financial forecasts of interest rates, Gross National Product (“GNP”) and 

inflation during the next year to describe the economic environment that 

influenced its cost of capital estimates. Testimony of Linda A. Jaress, dated 

December 2, 1991 , at 9-1 1. Also, in testimony dated April 19, 1993, Docket No. 

U-1303-92-286, ACC Staff relied upon Blue Chip forecasts of interest rates for 

the first quarter of the following year to determine the appropriate level of interest 

rates for the determination of costs of equity. Supplemental Testimony of J. 

David Daer, at 6. Relying on forecasts of interest rates to determine costs of 

equity is not a new concept to ACC Staff. Therefore, the fact that the CPUC 

Staff method relies on forecasts of interest rates to determine costs of equity is 

not unusual. 

WHY HAVE YOU USED INTEREST RATE FORECASTS FOR THE PERIOD 

2005 TO 2006 IN YOUR ANALYSIS? 

I have used this period because it is the period in which Arizona Water’s new 

rates will first be put into place. August 2005 is the earliest the new rates could 

be approved and put in place. But based on the amount of time it has recently 

taken to complete rate cases in Arizona, it could be as late as 2006 before new 

rates are in place. The CPUC Staff method relies upon forecasts of interest 

rates for the future periods when new rates for the utility will be in place. To be 

consistent with the CPUC Staff approach, it is appropriate to adopt forecasts of 

interest rates for the period when Arizona Water’s new rates will be in place. 
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A. 
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A. 

WHY NOT USE CURRENT RATES FOR TREASURY SECURITIES? 

There are two reasons. First, the CPUC Staff does not use current rates and 

thus to be consistent with the CPUC Staff approach, forecasted rates should be 

adopted. Second, the goal is to determine the cost of capital for Arizona Water 

when new rates are in effect, not the cost of capital 18 months before such new 

rates are approved. 

The Commission Staff provided evidence in the recent Arizona-American 

Water case that showed forecasts of interest rates reported by Blue Chip were 

sometimes higher and sometimes lower than the interest rates that actually 

occurred and that the projected interest rates were, on average, lower than the 

actual interest rates that subsequently occurred.” CPUC Staff has determined 

that such forecasts of interest rates are preferred to using current interest rates 

as proxies for future rates. Current interest rates are also sometimes higher and 

sometimes lower than interest rates during future periods. It is especially 

inappropriate to adopt current interest rates as proxies for future interest rates 

when those current interest rates are close to 40-year lows and are expected to 

increase. 

WHAT IS THE RESULT OF THIS ANALYSIS? 

This analysis indicates the cost of equity for the water utilities sample falls in a 

range of 10.6% to 10.9%, as shown on Table 10. Arizona Water’s indicated cost 

of equity is at least 50 basis points higher because it is more risky. 

TURN TO YOUR SECOND RISK PREMIUM ANALYSIS. HOW DOES IT 

DIFFER FROM THE FIRST ANALYSIS? 

In that analysis, CPUC Staff chose to use earned ROEs instead of authorized 

ROEs as the proxies for the costs of equity in its analysis. If regulators attempt 

lo Direct Testimony of Joel M. Reiker, Docket No. WS-01303A-02-0867, et al., at 49 
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Q. 

A. 

Q. 

A. 

to authorize ROEs that are equal to the utilities’ costs of equity, and adopt rates 

and rate adjustment mechanisms that give those utilities a reasonable 

opportunity to earn those authorized ROEs, on average, earned as well as 

authorized ROEs might provide proxies for the costs of equity. The second risk 

premium analysis adopts authorized ROEs instead of earned ROEs as the 

proxies for the costs of equity in the risk premium analysis. This change is the 

only change from the first risk premium analysis. 

WHAT ARE THE RESULTS OF THE SECOND RISK PREMIUM ANALYSIS? 

Table 11 presents the results of this second analysis. This analysis indicates the 

cost of equity for the water utilities sample falls in a range of 11.0% to 11.4%. 

The indicated cost of equity range for Arizona Water is at least 11 3% to 11.9% 

because it is more risky. During the period of the study, on average, utilities in 

the water utilities sample earned less than their authorized ROEs, and thus it is 

expected that this second risk premium analysis will indicate a higher equity cost 

range than was found in the first risk premium analysis. 

TURN TO YOUR THIRD RISK PREMIUM ANALYSIS. 

YOU USED TO PREPARE THIS ANALYSIS? 

In a number of cases, the CPUC Staff has adopted averages of realized ROEs 

for samples of water utilities as proxies for costs of equity. My third risk premium 

analysis is based on averages of realized ROEs for water utilities samples that 

the CPUC Staff adopted as proxies for the costs of equity, Baa bond yields 

reported by the Federal Reserve, and the expectation that when bond costs 

decrease, equity costs will also decrease, but by less. In effect, the risk premium 

increases as interest rates decrease. This expectation is generally consistent 

with the theoretical work of Gordon and Halpern, “Bond Share Yield Spreads 

Under Uncertain Inflation,” American Economic Review, Vol. 66, No. 4 

WHAT DATA HAVE 

U:UJ.ATECASE\2004\TeslimonyVepp\Finai~0907M.DOC 

9/8/2004 
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Q. 

A. 

Q. 

A. 

(September 1976) 559-565. It is also consistent with empirical studies such as a 

1989 study conducted by Staff at the Oregon Public Utility Commission and a 

statement by the CPUC in decisions in 1997 (D.97-12-089) and 2002 (D.02-11- 

027) that its practice is to adjust ROEs for energy utilities by one-half to two- 

thirds of the change in the benchmark interest rate. 

PLEASE EXPLAIN THIS RISK PREMIUM ESTIMATE. 

I followed the three-step procedure shown in Table 12. Panel A of Table 12 

shows earned ROEs for samples of publicly traded water utilities for the period 

1985 to 2002. CPUC Staff adopted these ROEs as proxies for the costs of 

equity for water utilities in San Gabriel Valley Water Company’s 1995 rate case 

(Table 3-4 A95-09-OI O), in California-American Water Company’s 2003 rate 

case (Table 2-7, A02-09-030), and in San Gabriel Valley Water Company’s 2003 

rate case (Table 2-7, A02-11-044). Lines 19 and 20 of Panel A of Table 12 show 

the average risk premium increased from 2.12% to 3.13% as the average Baa 

rate decreased from 10.48% to 7.99%. This result indicates that, on average, 

returns for water utilities dropped by 59 basis points for each 100-basis point 

drop in the Baa bond rate. Thus, on average, the risk premium increased by 41 

basis points for every 100-basis point drop in the Baa bond rate. (See line 22 of 

Panel A of Table 12.) This result is consistent with equity costs moving in the 

same direction as interest rates, but by less. 

DID YOU USE THE DATA IN PANEL A TO ESTIMATE THE COST OF EQUITY 

FOR ARIZONA WATER? 

Yes. First, I recognized that the relationship between risk premiums and interest 

rates implies the following: 

Risk premium = constant - slope x Baa bond rate. 

Then, in Panel A, I solved for the slope in this equation by dividing the difference 
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Q. 

A. 

Q. 

A. 

in risk premiums by the difference in bond rates (shown on line 21). Next, in 

Panel B, I solved for the constant in the equation that is consistent with the 

derived slope, the most recent average risk premium of 3.13% for the period 

1993-2002, and the average Baa rate of 7.99% for the period 1993-2002. 

HOW DID YOU USE THAT RESULT TO ESTIMATE THE COST OF EQUITY? 

I combined the slope of -0.41 and the constant of 6.39% derived in Panel B of 

Table 12 with the forecast of 7.68% for Baa bond rates during 2005-2006 

reported in Table 9, to derive the current risk premium of 3.3%. Adding this 

current risk premium to the forecasted Baa rate of 7.68%, the indicated cost of 

equity for the sample of water utilities is 10.9%. Again, the indicated cost of 

equity for Arizona Water is higher than 10.9% because it is more risky than the 

sample water utilities. (See Table 12, Panel C.) 

WHAT IS SHOWN IN TABLE 13? 

Table 13 is the same as Table 12 but uses IO-year Treasury rates to conduct the 

risk premium analysis instead of Baa bond rates. In testimony filed in 2003 in 

Arizona-American Water’s rate case, Staff claimed Baa rates should not be used 

in a risk premium analysis because such rates include default risk premiums.” I 

subsequently provided evidence showing that Baa rates provided better 

forecasts of equity costs than Treasury rates and explained that Staff’s 

contention had no merit if investors require the same default risk premium today 

as in the past.12 I have prepared Table 13 to show that the choice of interest 

rates to conduct this risk premium analysis is not an important issue. Whether 

Treasury rates or corporate bond rates are used in this analysis, the equity cost 

’I Direct Testimony of Joel M. Reiker, Docket No. WS-01303A-02-0867, et al., at 50-52. 

Rebuttal Testimony of Thomas M. Zepp, Docket No. WS-O1303A-02-0867, et al., at 21-23 and Rebuttal 12 

Tables 2 and 3. 

U:vlATECASE\2004\T~slim0nyK~pp\Finat~O907M.~OC 
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VI. 

Q. 

A. 

estimate for the water utilities sample rounds to the same number, 10.9%. 

CONCLUSIONS 

PLEASE SUMMARIZE YOUR EQUITY COST ESTIMATES. 

The Commission adopted Staffs estimates of costs of equity in Arizona Water’s 

last GRC and in Arizona-American Water Company’s recent rate case without 

giving any consideration to estimates I provided or restatements of Staff 

estimates that showed the costs of equity for those water utilities were much 

higher. In response, I have prepared equity cost estimates in this case that are 

not based on the methods I have presented in past cases (even though I believe 

my methods are theoretically sound and provided reasonable results), but 

instead are based on the methods and inputs relied upon by the FERC to 

determine DCF equity costs and by the staff of the CPUC to determine risk 

premium equity cost estimates. 

A straightforward application of the FERC one-step and two-step DCF 

approaches indicates an equity cost range of 10.2% to 10.4% for the water utility 

sample. These DCF equity cost estimates probably understate the cost of equity 

for water utilities for two reasons. First, some water utilities’ stock prices may be 

bid up in anticipation of a favorable buyout or merger. In such a situation, 

dividend yields drop but growth rates do not fully reflect expected future growth 

in cash flows. Second, the FERC method determines conservative measures of 

equity costs by increasing the dividend to determine D,/Po that is only six months 

into the future instead of a full year. I explained why unique risks faced by 

Arizona Water require that it be authorized an ROE at least 50 basis points 

higher than the appropriate ROE for the sample water utilities. Thus, the 

conservative DCF estimates based on the FERC DCF equity cost approaches 

and the premium for the Company’s additional risk indicate Arizona Water’s 
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Q. 

A. 

equity cost falls in a range of 10.7% to 10.9%. 

I have also used methods and data the CPUC staff has used to determine 

equity costs with the risk premium approach. Those estimates indicate the cost 

of equity for the water utility sample falls in a range of 10.6% to 11.4% and the 

cost of equity for Arizona Water falls in a range of 11 .I % to 11.9%. Combined, 

all of the DCF and risk premium approaches indicate the cost of equity for the 

water utility sample falls in a range of 10.2% to 1 I .4% with an average of 10.8%, 

and Arizona Water’s equity cost falls in a range of 10.7% to 11.9% with an 

average of 11.3%. Based on these equity cost estimates, I recommend Arizona 

Water be authorized an ROE of 11.25%, an ROE slightly below the average of 

my equity cost estimates. I have prepared Table 15, in which this information 

has been summarized. 

IS THERE OTHER INFORMATION THAT CORROBORATES YOUR 

ESTIMATES AND RECOMMENDATIONS? 

Yes. Current Staff has devised ways to implement the CAPM and DCF models 

that, after accounting for differences in the level of interest rates, produce equity 

cost estimates that are much lower than this Commission authorized prior to 

December 2001. Table 14 lists nine decisions for large water and gas utilities in 

Arizona and concurrent IO-year Treasury rates. Adding the average risk 

premium above IO-year Treasury rates of 5.43% to the current forecast of 

Treasury rates indicates an ROE consistent with past orders of 11.0%. Arizona 

Water, however, faces higher risk today because it must comply with more 

stringent state and federal regulations than those that existed in the past and has 

added risk of recovering arsenic treatment costs. Thus, my recommended ROE 

of 11.25% is in line with the average of past ACC determinations of equity costs 

prior to December 2001. 
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Q. 

A. 

Q. 

A. 

The past decisions also put in perspective recent Staff recommended 

ROEs of close to 9.0% for Arizona Water and Arizona-American Water Company 

and an even lower recommendation of 8.0% for Rio Rico Utilities (Rio Rico 

Utilities, Inc., Docket No. WS-02676A-03-0434). Implementation of finance 

models that lead to such low ROEs are inconsistent with ROEs this Commission 

authorized before the Staff revised the methods it uses to determine equity costs 

in 2001. 

IS THERE OTHER EVIDENCE THAT AN 11.25% ROE IS REASONABLE 

TODAY? 

Yes. On May 7, 2003, when Staff prepared its direct testimony in the Arizona- 

American Water rate case, the yield on IO-year Treasury securities was 3.8%, 

while Staff determined the average equity cost for its sample of water utilities 

was 9.2%.13 The earliest new rates will be in place for Arizona Water is 2005 

when IO-year Treasury rates are forecasted to be 5.45% (see Table 9). Based 

on a simple change in interest rates of 165 basis points, Staffs determination of 

a 9.2% ROE in May 2003 now supports an equity cost of 10.85% for the water 

utilities sample. Including 50 basis points to compensate Arizona Water for 

being more risky than the sample of water utilities Staff used to determine its 

equity cost, the comparable equity cost estimate of Arizona Water is not less 

than 11.35% at this time, which is in line with my recommended ROE of 11.25% 

for Arizona Water. 

DOES THIS COMPLETE YOUR DIRECT TESTIMONY? 

Yes. 

l 3  Direct Testimony of Joel M. Reiker, Docket No. WS-01303A-02-0867, et al., at 23, n. 11. 
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Arizona Water Company 

Table 9 

Forecasted rates for Treasury Securities and 
Baa Corporate Bonds for 2005-2006 

I 
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1 0-Year Treasury Securities 
Blue Chip-a/ 
Value Line-b/ 
Average 

Long-term Treasury Securities 
Blue Chip-a/ 
Value Line-b/ 
Average 

Baa Corporate Bonds 
Blue Chip-a/ 
Value Line-c1 
Average 

2005 

5.60% 
5.30% 
5.45% 

6.10% 
5.90% 
6.00% 

7.70% 
7.50% 
7.60% 

2006 

5.90% 
5.40% 
5.65% 

6.50% 
6.00% 
6.25% 

8.00% 
7.50% 
7.75% 

Sources and Notes: 
- a/ Blue Chip consensus forecasts, June 2004. 
- bl  Value Line Quarterly Forecast, May 28, 2004. 
- c/ No forecast made by Value Line. Assume 

the difference in Baa rate forecast and long-term 
Treasury forecasts would be the same. 

Average 

5.75% 
5.35% 
5.55% 

6.30% 
5.95% 
6.13% 

7.85% 
7.50% 
7.68% 

6/29/04 
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1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 

Arizona Water Company 

Table 10 

Risk Premium Equity Cost Analysis 
Realized ROES Adopted as Equity Cost Proxies 

Return Annual Averaaes Risk Premiums 
on Long-term 1 0-Year Long-term 1 0-Year 

Equity-a/ Treasury-a/ Treasury-& Treasury Treasury 

11.57% 
10.87% 
11.20% 
12.02% 
1 1.82% 
10.90% 
10.59% 
9.75% 
10.27% 
10.58% 

6.60% 
7.35% 
6.88% 
6.70% 
6.60% 
5.58% 
5.87% 
5.94% 
5.49% 
5.41 % 

1 0-Year Average Premium-& 
5-year Average Premium" 

5.87% 
7.09% 
6.57% 
6.44% 
6.35% 
5.26% 
5.65% 
6.03% 
5.02% 
4.61 % 

4.97% 
3.52% 
4.32% 
5.32% 
5.22% 
5.32% 
4.72% 
3.81 % 

5.1 7% 
4.78% 

4.71 % 
4.76% 

Forecasted Interest Rates for 2005-2006-b' 6.1 3% 

Projected Returns on Equity 
1 0-Year Average 
5-Year Average 

10.8% 
10.9% 

Notes and Sources: 
- a/ CPUC Staff Cost of Capital Report, Table 2-7, A.03-07-036, January 2004. 
- b l  Source is Table 9. 

6/29/04 

5.70% 
3.78% 
4.63% 
5.58% 
5.47% 
5.64% 
4.94% 
3.72% 
5.25% 
5.97% 

5.07% 
5.10% 

5.55% 

10.6% 
10.7% 
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Arizona Water Company 

Table 11 

Risk Premium Equity Cost Analysis 
Authorized ROES Adopted as Equity Cost Proxies 

Authorized Annual Averaqes Risk Premiums 
Returns on 30-Year 1 0-Year 30-Year 

Eq u i t y d  Treasuryb’Treasu qrb’ Treasury 

1993 12.13% 6.60% 5.87% 5.53% 
1994 12.13% 7.35% 7.09% 4.78% 
1995 11.51% 6.88% 6.57% 4.63% 
1996 
1997 
1998 
1999 
2000 
2001 
2002 

1.58% 6.70% 6.44% 4.88% 
1 .18% 6.60% 6.35% 4.58% 
1.06% 5.58% 5.26% 5.48% 
1.12% 5.87% 5.65% 5.25% 
1.12% 5.94% 6.03% 5.1 8% 
0.86% 5.49% 5.02% 5.37% 
0.62% 5.41 Yo 4.61 Yo 5.21 Yo 

1 0-Year Average Premium 
5-year Average Premium 

5.09% 
5.30% 

Forecasted Interest Rates for 2005-2006-‘ 6.1 3% 

Projected Returns on Equity 
1 0-Year Average 11.2% 
5-Year Average 11.4% 

1 0-Year 
Treasury 

6.26% 
5.04% 

5.14% 

5.80% 
5.47% 
5.09% 
5.84% 
6.01 % 

5.44% 
5.64% 

5.55% 

4.94% 

4.83% 

11 .O% 
11.2% 

Notes and Sources: 
- a/ CA Turner Utility Reports, issues for December for various years. 
- b/ CPUC Staff Cost of Capital Report, Table 2-7, A.03-07-036, January 2004. 
- c l  Source is Table 9. 
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Table 12 

Risk Premium for Water Utilities Based on Past Earned ROES 

I 
I 

Panel A: Historic Data 
Earned 
- ROE Baa Rate 

1 1985 14.40% a/ 12.72% * 
2 1986 13.28% a/ 10.39% * 
3 1987 14.58% 10.58% * 
4 1988 12.42% a/ 10.83% * 

I 
I 
I 
I 
I 
I 
~I I 

II 
I 
I 
I 
I 

5 1989 
6 1990 
7 1991 
8 1992 
9 1993 

10 1994 
11 1995 
12 1996 
13 1997 
14 1998 
15 1999 
16 2000 
17 2001 
18 2002 

19 Average 1985-1 992 
20 Average 1993-2002 
21 Difference 

10.39% al 

11.07% 
12.82% a/ 

11.80% ' 
10.76% b/ 

11.30% ' 
11.93% b/ 

11.34% 

11.90% b' 

12.21% ' 

11.02% b/ 

9.91% ' 
10.25% ' 
10.58% 

12.60% 
11.12% 
1.48% 

10.18% * 
10.36% * 
9.80% * 
8.98% * 

8.63% * 
8.20% * 
8.05% dl 

7.87% * 
7.22% * 
7.88% * 
8.37% 

7.80% * 

7.93% * 

7.95% * 

10.48% 
7.99% 
2.49% 

Risk 
Premium 

1.68% 
2.89% 
4.00% 
1.59% 
0.21 % 
0.71 yo 
3.02% 
2.82% 
3.97% 
2.13% 
3.1 0% 
4.16% 
4.06% 

3.14% 
1.54% 
2.30% 
2.78% 

2.12% 
3.13% 
-1.02% 

4.12% 

22 Slope 0.59 -0.41 

Panel B: Solve for constant in formula (risk premium = constant - sloDe x Baa rate): 

constant = risk premium + slope-e' x Baa rate 
constant - - 3.13% + 0.41-d x 7.99% 
constant - - 6.39% 

Panel C: Solve for current risk premium and equity cost: 

Risk Premium = constant - slope x Baa rate 
Risk premium = 6.39% - .41 x 7.68%,'/ - - 3.3% 

Estimated cost of equity = bond rate + risk premium = 10.9% 

Notes and Sources: 
- a/ Source: CPUC Staff Table 3-4, Application 95-09-010 (San Gabriel Valley Water). 
bl Source: CPUC Staff Table 2-7, Application 02-09-030 (California-American Water). 
c/ Source: CPUC Staff Table 2-7, Application 02-1 1-044 (San Gabriel Valley Water). 
- d/ Annual average reported by the Federal Reserve. 
- el Slope of -.41 = change in risk premium divided by change in bond rates. 

- f/ Source: Table 9. 
Derived from data derived at lines 20, 21, and 22 above. 
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Table 13 

Risk Premium for Water Utilities Based on Past Earned ROES 

Panel A: Historic Data 

1 1985 
2 1986 
3 1987 
4 1988 
5 1989 
6 1990 
7 1991 
8 1992 
9 1993 

10 1994 
11 1995 
12 1996 
13 1997 
14 1998 
15 1999 
16 2000 
17 2001 
18 2002 

Earned 
- ROE 

14.40% a/ 

13.28% a/ 

14.58% 
12.42% a/ 

10.39% * 
11.07% a/ 

12.82% a/ 

11.80% ' 
10.76% bl 

11.30% b/ 

12.21% 
11.93% ' 
11.34% ' 
11.02% 

10.25% ' 
10.58% 

11.90% bl 

9.91% ' 

1 0-Year 
Treasury_ 
10.62% * 
7.67% d/ 

8.39% * 
8.85% dl 

8.49% * 
8.55% d/ 

7.86% * 
7.01% * 
5.87% * 
7.09% * 
6.57% d/ 

6.44% * 
6.35% * 
5.26% * 
5.65% * 
6.03% * 
5.02% * 
4.61% * 

19 Average 1985-1 992 12.60% 8.43% 
20 Average 1 993-2002 1 1.12% 5.89% 
21 Difference -1.48% -2.54% 
22 Slope 0.58 -0.42 

Risk 
Premium 
3.78% 
5.61% 
6.1 9% 
3.57% 
1.90% 
2.52% 
4.96% 
4.79% 
6.03% 
3.67% 
4.73% 
5.77% 
5.58% 
6.08% 
5.37% 
3.88% 
5.23% 
5.97% 

4.17% 
5.23% 
1.07% 

Panel B: Solve for constant in formula (risk premium = constant - slope x 10 vr Treas rate): 

constant = risk premium + slope-e/ x 10 Year Treasury rate 
constant - - 5.23% + 0.42-* x 5.89% 
constant - - 7.70% 

Panel C: Solve for current risk premium and equity cost: 

Risk Premium = constant - slope x 10 yr Treasury rate 
Risk premium = 7.70% - .42 5.55%-'/ = 5.4% 

Estimated equity cost = bond rate + risk premium = 10.9% 

Notes and Sources: 
- a/ Source: CPUC Staff Table 3-4, Application 95-09-01 0 (San Gabriel Valley Water). 
b/ Source: CPUC Staff Table 2-7. Application 02-09-030 (California-American Water). 
c/ Source: CPUC Staff Table 2-7; Application 02-1 1-044 (San Gabriel Valley Water). . 
- dl Annual average reported by the Federal Reserve. 
- el Slope of -.42 = change in risk premium divided by change in bond rates. 

fl Source: Table 9. 
Derived from data derived at lines 20, 21, and 22 above. 
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Arizona Water Company 

Table 14 

Returns on Equity for Larger Arizona Water 
Sewer and Gas Utilities Prior to December 2001 

and 
Indicated Current Cost of Equity 

Citizens Utilities Company; Agua 
Fria Water Division; Sun City Water 
Company; Sun City Sewer Company 
and Sun City West Utilities Company 

Paradise Valley Water Company 

Far West Water Company 

Saddlebrooke Utility Company 

Paradise Valley Water Company 

Bermuda Water Company 

Pima Utility Company (Sewer) 

Far West Water & Sewer Co. (Water) 

Southwest Gas Corporation 

Average 

Average Annual 
Decision Decision Authorized 1 0-Year 
Number Date ROE 

601 72 

60220 

60437 

61 008 

61 831 

61 854 

62 1 84 

62649 

64172 

May 7,1997 

May 27,1997 

Sept 29,1997 

July 16, 1998 

July 20, 1999 

July 21, 1999 

Jan 5,2000 

June 13,2000 

Oct. 30, 2001 

Equity cost indicated by forecasted 1 0-Year Treasury rate 

6/29/04 

10.50% 

11 .OO% 

1 1.50% 

1 1.30% 

1 1 .OO% 

12.00% 

11.75% 

11.50% 

1 1 .OO% 

1 1.28% 

Treasury Rate 

6.35% 

6.35% 

6.35% 

5.26% 

5.65% 

5.65% 

6.03% 

6.03% 

5.02% 

5.85% 

5.55% 

Risk 
Premium 

4.1 5% 

4.65% 

5.15% 

6.04% 

5.35% 

6.35% 

5.72% 

5.47% 

5.98% 

5.43% 

11 .O% 
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Summary Table: Estimated Cost of Equity Ranges 
for Benchmark Water Utilities and Arizona Water Company 

Equity Cost Estimates 
For 

Samples of Water 
Uti I it ies 

DCF Analvsis Based on FERC Methods: 

One Step -- Table 4 10.2% 

10.4% Two Step -- Table 8 

Risk Premiums Estimates based on CPUC Methods and Data: 

Risk premium -- Table 10 10.6% to 10.9% 

Risk premium -- Table 11 11.0% to 11.4% 

Risk premium -- Table 12 10.9% 

Estimated Ranqe and Averaqe Equitv Cost 

Range 10.2% to 11.4% 

Average 10.8% 

Recommended ROE 

6/29/04 

Estimated 
Equity Costs 
for Arizona 

Water Company 

11.1% 

11.5% 

0.7% 

0.9% 

to 11.4% 

to 11.9% 

1 1.4% 

10.7% to 11.9% 

1 1.3% 

11.25% 
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*- In 

a\ 
W 

W x 
m 
&I 
0 
3 

9 a 
Y a 2 6 

*! cz 
e 
In 

W 2 
w 
2 
Y 

N 
00 

00 
v, 

a\ 
N 

O! 

'0, 

0 e 
* 
0 

a\! 

55;- 
3 00 

2 
* 
v, 

W 
N 

d 

cz e 
e! 

W! 

3 * 
3 

n e 
o\ 

0 
v, 

a\! 

v? 
2 
W 

o\ 
N 

3 

0 * 

4 J n 
al 
W 8 

8 
2 w v1 x 

a" 
v1 x 
a" 

m x 
a" a 

3 3 

a" 
a 
3 3 

a" m 

8 
4 

3 

Y 
cd 

CE: 
3 

Y 
cd 

en 
.El 

41 

v1 
v1 
a, 
0 

a 



3 4 
v) 

d 

a 
hl 
Y 

0 
3 

A 

3 4 W 

hl 
2 

I 
I 
I 
I 
I 
I 
I 
I 
I 

s m 
2 

hl 
v) 

d 
hl 
2 

0 

hl 
2 

m Y 

* # 
Y 7 M 

3 B r- 
Y 

2 
K 

F 

B r- 

0" 
0 
hl 



I 
I 
I 
I 
1 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
'I 
~I 
I I 
I 

M .. 
.3- 
0 
rn 
a, OY 

a" 

z' 
4 
0 
0 



C 





I 
I 
I 
I 

1 
I 
I 
I 
I 

0 0  

e9 1 

u) C 
0 q 
4 
0 

U C 



a 
a 
ol m 

r 

3 
w 
J 
3 
0 w 
8 

> 
f 
4 
8 

8 
s 0 

.- P 
$ 
ln 

e n 

n 
0 I Y 



I 
I 
I 
I 
B 
I 
I 
I 
I 
I 
1 
1 
I 

*I 
I 
E 
I 
I 

0 
Y 

v) 
0, 0 p! 

m 4 N . 



I 
i 
I 
I 
I 
1 
I 
I 
I 
1 
I 
I 
I 
I 
I 
1 

0 0 T o - i  li 
d 
N 

0 
rc 

r 

O O O b  

W 
0 
2 

co 
d 
d 
0" 

0 
C 
fn 
fn 
al 
0 

a 

.- 

2 

0 0 0 0 0 0 0 0 0 0  

0 
2 
c 
i 

N 0 0  m 
Q) 
t 

0 0  

o o o o o o o o o c  

0 



O O $ $  

b b  ;! 000000 

0077 $1 0 0 0 0 0 0  

0000000000 0 0 0 0 0 0  

d 
hl 
0 
hl 

.c 

(Do 
d 

co 
d 
N 

W 

0 0  W 
K 
0 
v) 
K 

.- 

n" 

00 

00 0 0 0 0 0 0  

n b O O 0 O G  
0 0 

0 0 
hl cv 

L"" LD 

c! c! 

A 

a, 
P 



d cv 
O 
m 
W 

Y- 

8 
r 
a 

0 0  o o o o o o o b b c  
G" 

0 

5;; 
d d  coco 

0- 
d 

0- 
d 

00 0 0 0 7 0 0 0 0 7 0 ~  Y 

2 

0 0  o o o o ~ o o o m o G  
7 - Iz I: 

7 

m m $  

0 0 0 0 0 0  .E 4 : % a  
.e a 5.;; 
E O  
0 0  

0- 
d 
v 

00 0 0 0 0 0 0 0 l n ~ 0 G  
*" b b  b 

coco co 
cv(v 

*" *- 
0 

8' c 
f 
m 
C - I I  

00000 

0 0  

0 0  



000000 

00 0 0 0 0 0 0 0 0 0 0 0 0 ~ 0 0 N N  

z In (? N 

(D 2 (D a? 

0 0 0 0 00 0 0 0 0 0 0 0 so 0 

v 

0 0 0 0 0 0  1; 
(3 

000 

u) 
Q) 
3 c z 

00 0 0 0 0 0 0 0 F 7 0  

c9 

0 0  0 0 0 0 0 0 0  

h b  

00 
N N  

c9 

0 

007 co 
N 
t 
$1 
Y 

00 0 0 0 0 0 0 0 0  

0 0  0 0 0 0 0 0 0 0  

0 

h 
F 
b 

N 
2 
Y 

u) 

0 0  

n m 



d 
N 

O 
m 
Y- 

OLo m 
d m 
t 

w 
c3 
2 
3 

>. 
Z 

I 2  0 
0 

I 
I 8  a 

a 

1 

d 
0 
0 
N 

m 5 
$2 
0" 
.- 2 

8 
P a 

v) 
v) 

n 
d cn co 
v 

n 
N m 
Lo 
c9 
V 

m co i" 
m m 
d m 
t 

v) v) m 



I 
1 
I 
I 
I 
I 
1 
I 

I-- 

W 

8 a 

h 

d d  d 
N N  N 

I-, I-" 
Y Y  7 

Y 

o s  
I-" 
co 
d v 

W 

3 
W 
I 
n 

5: 

I-" I-" ::I 
I 

I-" 

d 
0 
0 

0 
c! 
3 
Q) u 

d 

00 

C 
0 
In 
C 
.- 
2 

0 

0 

0 

0 

v) 
a, 
3 c 
9 



I 
1 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

0 

8' K 

E a 
v) c - 

0 

0 

0 

0 

0 

$ c \ i c . j + ' d c d  
3 'I 

@7 w 
w b" 



I 
I 
'I 
I 
I 
I 
I 
I 
I 
1 
I 
I 
I 
I 
I 
I 
I 
I 
I 

n 
0 0 7  

Q) 

Q) 
a?? 
F Y 

a 

z a 

Z 

8 

0 

I- 
v) 
3 

os 
a! 
Q) 

0 
Q, 
v 

0 

0 

0 

0 

0 

0 

h 
P) 
u) 
m 



d 
N 

0 
a 
W- 

0 0  

?J 
0 

T"il 

d 
0 
0 
N 
m 
a 
\ 

\ 

a, 
CI 

d 

0 z 
n 

$: e. 



I 
I 
I 
I 
I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

a 
Z n  

.. 
v) 

a, 
2 
C 
a, 

0 

0 

n co 
0, 
d 
Y 

v) 

C 
a, 

(? 

v) 

C 

X 

8 v) 

8 g C 
a, 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

0 

0 

0 

0 

0 



I 
I 

0 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

hh 

O O N  o w  
Y.- 

d 
0 
0 

m 

al 
5 
* 
8 

8 
2 

cn 
C 
v) 
v) 

.- 

Q 

h o o c n  
I- 

0 

0 

0 

0 
h 

ox- 
a3 

Y s 

o s  m 
I- - W m 

I- 

h 

G 
g 
0 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
9 
I 

00 co 
co m. 

1 
I 
I 

0 0  

I 
I 
I 

co 
03 

v) 

d ? 
O b  

N 

I- 0 0 Pa d 0 0 b - cq co 0 w co co 
b a d  dTada3adcoco~ m d m Q, m m w m e- 

a" w- m- m- m- m- w" o- yc 
T m w $mm- 

b*m"m- 
T ? a 
-l- m m 

--- 11 7- m s 
I- 9- 

co 

m- 
(D 

V 

aadocoo 
m a c o  
Y I- w 7- - 3 m N" s 

oco 
TI- 

cq" 

0 



I 
I d 

N 

0 
c 

2 

I 

I 
I 
I 
1 
I 
I 
E 
I 
I 
1 
I 
I 
I 
1 
I 
I 
I 

W 

8 a 

d 
0 
0 
N 2 
a, 

2 
0) 
C 
v) 
v) 

.- 

8 e a 

Qo 

c 
0 
m c 
e, 

.- 

a 

I- 
x u  
m e ,  y 4  

2 3  

s 
In 
d 

0 d 

v 
s 
r-- 
N 

0 

0 

0 

h 

(0 * 
0 
2 
v 



I 
I 
I 
I 
1 
I 
I 
I 
I 

1 
I 
I 

m 

I 
'I 
1 

i 

IY 
W 
I- 

4 

v) + z 
W 

v) 
3 
E 
a a 

0 
a)' 
0 
C s 
In 
C - 

I 

0 

0 

0 

0 

0 

m i 7  
0 0  2 %  I-" 

E m  
a 4 3  
I - I -  
W 



I 
I 
I 
I 
I 
E 
II 
I 
I 

I 
I 
I 
I 
I 
I 
I 
I 
I 

0 

0 

0 

0 



~I 
I 
I 
I 

II 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

e 

00 

I 
I 
I 

11 00 

d- cv 
0 
c 

e 

L m 
v? 
7 

00 

w 
(3 

2 

O b  
b o  

d- cv 
t 

9 
0 

w 
S 
m m 
.- 

8 
E a 

- m 
.I- s 

0 0 0 

6i- h 

v 
d- 

v) 
(D 
v 

0 

m o  m 
v) 
cu 

0 

0 

i3' 
(D co v 

0 

0 



I 
II 
I 
II 
I 

I 
1 
I 
I 
I 

0 
E 4  
c d  zn 

N m 
N 
0- 

0 

0 

0 

0 

N m 
N 
0- 

v) 

W 

n 
v) ez 

h 

Y 
% 



I 

c9 

I 
I 
I 

33 
c9 

c v c u  

d cv 
0 
c 

z 

"4 

W 
c3 
2 

""1 

9 
0 

3 
W 
I 
0 
0 

kl 
n 

>. 
Z 

2 
0 
0 

2 

a 

z a 

z e 

U 

d 
0 
0 e 
2 
a, 
c.' 

8 
0 
C 
v) 
v) 

.- 

8 
2 a 

0 

0 

0 

0 

0 

2 
@? 
d 

i;j. 
0 

0 

tm 

i;j. 
0 co 
v 

a, 
v) v) 
C 
a, 
Q C 

B 

0 

m 
0 co 

0 

h 

B m 



3 

v) 

C a 
Q 
X w 

$ 

h 
0 0 0  CD 

0" 
? - P 

h 

7 
0 07 

c9 
3 



I 
I 
I 
I 
1 

0 0  

1 
I 
I 
I 
I 
1 
1 
I 
I 
I 
I 
I 
I 
I 

d 
N 

0 
.c 

7 

N 

>. 
Z 

Q 
2 
0 
0 

a 

a 

z a 

Z 

8 

d 
0 
0 
N 
m \ 
5 
a, + 

0" 
w 
C 
u) 
tn 
a, 
0 

n 

.- 

2 

- m * 

n 
d w 
w "" v 

h cv 
d 
2 

0 0 



I 
I 

O 2  

I 
I 
~I 

n 

t 
? Y 

d 
N 
0 
c 

r 
Y 
n 3 
W 
I 
0 
u, 

>. z a n 
I 
8 
E 
W 
I- s 

In 
C 
v) 
v) 

.- 

8 
2 a 

Qo 

c 
0 
u) 
C 

.- 
2 

0 

0 

0 

0 

n 
0 
0 

v) 
t 
v 

0 67 
0- c! 
0 co 
co 
Lo 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

d- 
tu 
0 
m 
N 
W 
(3 

a 

Ll- 

a 

!?! 
n 

3 
3 
w 
I 
0 
0 

> z a a 
2 
0 
0 
cc 
W 
k 

5 
E 
a 

z a 

z 

rn 
I- z 
W 

rn E 
3 
2 

v) 

C 
% 

V 

tn 
a, 
v) 
C 
a, n 

v) m 
h 
m 



~1 
I 
I 

~I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
1 
1 

~' 
0 

0 

0 

0 o s  
t 
2 
0 

Q) 
v) 
m 



I 
I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

T 
Y- O 

a, 
Is) m a 
3 
0 

3 

I 
0 
v) 

v .. 

.. 
!!I 
3 

u) 
a, 
X 

F 
a, 

0 
0 
C 

E 

- - 
E 
a, 
-0 
a, 
LL 

h 

k 
v) 
U 
C m 

LL 
0 
a, 

k 
Y- 

c. 

t 
b 

r; 

c 
0 m 

L L  

6 
m" 
U 

i: 
a, 

a, 
Is) m 
C 
a, 
CI 

2 
a" 
F 

z 
X 

- m 
CI 

h s 
m 
d 
b 
In 

W 
h! 
.r 

\ 

v v 

b c 
0 m 
LL 
c 
0 .- 
E 
? 
6 

2 

e 

a, 
3 
C 
a, > 

u) 
u) 

6 



D 





c 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 

11 

,I 
~I 

0 0 0 

Q! 

s! 
8 
8 
t 
8 e n 

m - 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 
I 



E 





I 
I 
I 
I 
I 
1 
I 
I 
I 
I 
I 
1 
I 
I 
1 
1 
I 
I 
II 

hi m m n 

w 

!? 
n 
r 
8 

7 

.. 

3 

W 

0 
0 
rY 
W 

!5 
a 

a a 

Z w 

d 
0 
0 
N . s 
z 
.. 
2 

cn 
C 
v) 
.- 

8 
2 a 



I 
I 
i 
I 
'I 
1 
II 
I 
I 
U 
I 
1 
R 

I 
D 
I 
I 
I 

Y 
3 m 
C 

2 
5 
0 
,o 
5 

L 

a, 
m - .- 
I 
'E 
u) 
a 

W 



I 
I 
c 
I 
I 

0 
Y 



I 
I 
I 

~ 

03 m 
(v 
d 

Q) 
d 

rc 

Y 
0 
3 
v) 
C 

E 
5 
0 

7 
0 
0 
N 
I 

;;li sr 
ti c m 
m - m 

0 
0 

0 

cv 
tf) 

8 
b- 

h L 
m s 
z 
c 
u) 

c 
0 
U 
C 

m 
0 
0 
N 

E 

I 

? 
2 

m" 

z 

ai 
0 
C m - 

C 
0 
S 
.- 
+.I 

n 
L +.I 

C 

8 

S 

- m 
a 
+.I .- 

I 
h 
7 
v 



c 
I 
I 

a z 8 
a 

a 

e c 
; 



0 

N 

c 

$ 
a 

a 
3 
3 



> 
f a 
5 
0 
0 
oc w 

m .- 
I: 
8 e n 



N 
0 
*- 

r 

hi 
CD 
h 
3 .. 
W 
4 
3 
W 
I 
n 

5: 

B 

> z 
Q 
H 
a 

I b- N- 
e3 



I 
I 

I 
i 
I 
I 
I 
1 
0 
1 
I 
I 
I 
1 
I 
II 
I 

N 

0 
N 

c 

hi 

a 
ln m 



N 

0 
c - 
hi 
0) 

h 
W .. 
Y 
n 

2 

? 

3 
w 
I 



I 
I 
I 
I 
I 
U 
I 
I 
I 
1 
I 
I 
I 
I 
B 
I 
I 
I 
I 

w 
W c 

a z 

a: s 
a 

x 
0 

m 
a 
2 . 
hi 
-.) 

2 
w c 
v) 
v) 
a, 
0 

.- 

P a 

0 00 Cqg 
2 d o  

m 
e349 
m"! 



I 
I 
I 
I 
1 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 

N 

0 
N 

0) m 

u- 

hi 

a 
? w .. 
kl 
n 3 

W 
L 
0 
u) 

d 
0 
0 
c! P 
O 

jlj 
2 

8 e a 

0) 
C 
In In 
.- 



I 
I 
I 
I 
i 
I 
I 
I 
I 
I 
I 
I 
I 

In 
0 

.4- 

.- 
a, 
0 m n 
9 w 

b z H 
8 

4 z 
8 
2 
4 

Yj 
a, 
Q m 
Q 

0 
z 
3 

5 
'5 



~~ 

I ‘. 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
m 

I 
1 
I 
I 
I 
I 

ARIZONA WATER COMPANY 
Notes to Financial Statements 

December 3 1 , 2003 and 2002 

Schedule E-9 
Page 2 of 5 

(1) Summary of Significant Accounting Policies 

Arizona Water Company (the Company) is a wholly owned subsidiary of Utility Investment Company, 
which is a wholly owned subsidiary of United Resources, Inc. 

The Company prepares its financial statements in accordance with the accounting requirements of the 
Arizona Corporation Commission (the Commission) as set forth in the Uniform System of Accounts 
prescribed by the National Association of Regulatory Utility Commissioners. While such basis of 
accounting is a comprehensive basis of accounting other than accounting principles generally accepted in 
the United States of America (GAAP), differences consisting chiefly of the treatment of deferred taxes are 
not material to the Company’s financial position in relation to GAAP. 

(a) Cash Equivalents 

The Company considers all highly liquid debt instruments purchased with a maturity of three months 
or less to be cash equivalents. 

(6) Utility Plant and Depreciation 

Utility plant is recorded at original cost as defined for regulatory purposes. Retired utility plant is 
eliminated from utility plant accounts at cost and is charged against accumulated depreciation. 

Properties acquired by the Company at its inception in 1955 were recorded at original cost less 
depreciation substantially as shown on the predecessor company’s books. Operating utility systems 
acquired subsequently were recorded at estimated original cost as determined by Company engineers 
and/or independent professional engineers. Use of the aforementioned estimated original cost basis 
of the properties as an element in the rate making process has been sustained by the Commission. 

Differences between the original cost of properties acquired and their acquisition costs are accounted 
for as acquisition adjustments and are included in or deducted from utility plant. Beginning in 1987, 
in accordance with a Commission order, the Company adopted a policy of amortizing acquisition 
adjustments over a five-year period from the date of acquisition. 

Depreciation is provided on a straight-line composite basis at 2.59% for both 2003 and 2002. For 
federal and state income tax purposes, depreciation is computed using accelerated methods. 

(c) Deferred Credits 

In 1995, in accordance with a Commission order, the Company began accruing an allowance for 
funds used during construction (AFUDC) on water service capital charge payments made to the 
Central Arizona Project (CAP). AFUDC represents the cost of debt and equity funds used to finance 
the CAP payments. AFUDC does not represent current cash earnings. AFUDC has been calculated 
using a composite rate of 3.93% and 8.21% for 2003 and 2002, respectively. The Company ceases to 
accrue AFUDC when the CAP payments are included in the cost of service by the Commission. 

7 (Continued) 
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ARIZONA WATER COMPANY 

Notes to Financial Statements 

December 3 1 , 2003 and 2002 

Advances for and Contributions in Aid of Construction 

Customers’ advances for construction are refundable generally based on 10% of revenues from the 
constructed property over a 1 0-year period. Unrefunded advances remaining at the expiration of the 
contracts are credited to contributions in aid of construction. Beginning in 1993, in accordance with 
an order from the Commission, the Company began amortizing contributions in aid of construction 
over the estimated useful life of the related asset. Such amortization totaled $649,635 and $597,780 
for the years ended December 3 1,2003 and 2002, respectively. 

Income Taxes 

The Company is included in the consolidated federal income tax return of United Resources, Inc. 
The Company computes its federal tax expense on a separate return basis. Beginning in 1983, in 
compliance with a Commission order, deferred federal income taxes are provided on the excess tax 
depreciation deduction relating to assets placed in service after 1980 and investment tax credits are 
amortized to income over the estimated useful lives of the related assets. Income tax adjustments 
arising from other items reported differently for income tax and financial reporting purposes are 
reflected currently in income in accordance with orders and practices of the Commission for 
ratemaking purposes. 

Revenues 

Revenues include unbilled amounts based on estimated usage from the latest meter reading to the 
end of the accounting period. 

Use of Estimates 

The preparation of financial statements in conformity with accounting principles generally accepted 
in the United States of America requires management to make a number of estimates and 
assumptions that affect the reported amount of assets and liabilities and disclosure of contingent 
assets and liabilities at the date of the financial statements. Such estimates and assumptions affect 
the reported amounts of revenues and expenses during the reporting period. On an ongoing basis, 
the Company evaluates its estimates and assumptions based upon historical experience and various 
other factors and circumstances. The Company believes that its estimates and assumptions are 
reasonable in the circumstances; however, actual results may differ from these estimates under 
different future conditions. 

(2) Long-Term Debt and Other Borrowings 

Under provisions of the General Mortgage Bond Indenture, as supplemented, at December 3 1, 2003 
retained earnings of $47,472,094 were available for the payment of dividends on common stock (other than 
stock dividends) or for certain other distributions or acquisitions respecting capital stock. There is a 
$400,000 annual sinking fund requirement relating to the General Mortgage Bonds for 2003. Substantially 
all of the Company’s utility plant is pledged as collateral under provisions of the General Mortgage Bond 
Indenture. 

8 (Continued) 
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ARIZONA WATER COMPANY 
Notes to Financial Statements 
December 3 1,2003 and 2002 

The following table summarizes the Company’s future maturities of long-term debt: 

Year ended December 3 1, 
2004 
2005 
2006 
2007 
2008 
Thereafter 

$ 400,000 
400,000 
400,000 
- 
- 

2 1 .ooo.ooo 

Schedule E-9 
Page 4 of 5 

$ 22,200,000 

The Company has an unsecured line of credit with a commercial bank that allows for borrowings of up to 
$15,000,000 and $1 1,500,000 at December 3 1,2003 and 2002, respectively. The Company may borrow at 
rates publicly announced by the bank from time to time as its reference rate less 0.25 of a percentage point 
or its offshore rate plus one percentage point. The reference rate and 30-day offshore rate were 4.00% and 
1.1 1%, respectively, at December 3 1,2003 and 4.25% and 1.37%, respectively, at December 31,2002. The 
line of credit expires on June 1,2004. The amount borrowed under this line as of December 3 1,  2002 was 
$4,500,000. The Company had no outstanding borrowings under this line of credit at December 3 1,2003. 

(3) Retirement Plan 
The Arizona Water Company Retirement and Savings Plan (the Plan) covers all employees of the 
Company. For those employees who have over one year of service with the Company, the Plan provides 
for Company contributions calculated as a percentage of such employees’ gross wages and as a match of a 
portion of such employees’ contributions to the Plan. Total retirement provisions for 2003 and 2002 were 
$558,338 and $5 18,615, respectively. 
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ARIZONA WATER COMPANY 
Notes to Financial Statements 
December 3 1,2003 and 2002 

(4) Income Taxes 

The following is a reconciliation between the amount of income tax expense computed at federal and state 
statutory rates and that shown in the accompanying statements of income: 

2003 2002 

Federal and state income taxes at statutory rates $ 3,147,586 $ 3,468,251 
Changes in taxes resulting from: 

Excess tax over book depreciation (3 1,195) (1 6,794) 
Investment tax credit, current year amortization (36,23 1) (36,23 1) 
Other, net (365,176) (606,476) 

Total tax expense 

Tax expense included in: 
Operations 
Other income 

Total tax expense 

$ 2,714,984 $ 2,808,750 

$ 2,745,016 $ 2,783,303 
(30,032) 25,447 

$ 2,714,984 $ 2,808,750 

Deferred tax provisions, included in the tax expense amounts shown above, amounted to $1,963,819 and 
$2,294,228 for 2003 and 2002, respectively. 

(5) Related Party Transactions 
The Company leases certain real estate from a related party. Total rents paid to this entity were $90,986 
and $89,628 for the years ended December 31,2003 and 2002, respectively. 

(6) Commitments 
The Company has entered into agreements for up to 50 years for the long-term availability and treatment of 
CAP water. Under the agreements, the Company's obligation totaled $754,887 in 2003 and will increase in 
various increments during the remaining terms of the agreements. As of December 3 1, 2003, the amount 
deferred, including AFUDC of $1,593,082, totaled $5,769,346. The Company believes all such costs will 
be recovered. 

(7) Litigation 
The Company, along with others, is a defendant in various lawsuits brought by several Native American 
groups claiming certain surface and groundwater rights. In the opinion of management, the resolution of 
these matters will not have a material effect on the financial statements. 
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Arizona Department of Environmental Quality 

Compliance Status Reports 



I 
I 

Arizona Department of Environmental Quality 
Water Quality Compliance Assurance Unit 

1 1 10 W. Washington Street, 54 15B- 1 
Phoenix, AZ 85007 

Drinking: Water Compliance Status Report 
I 
I 

Public Water System Name: Arizona Water Co.-Casa Grande 

~I Public Water System ID #: 11-009 

I Overall Compliance Status: [XI No Major Deficiencies [ 3 Major Deficiencies 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Monitoring and Reporting Status: 
Comments: 

[XI No Major Deficiencies [ ] Major Deficiencies 

Operation and Maintenance Status: 
Comments: 

[XI No Major Deficiencies [ 3 Major Deficiencies 

Major unresolvedongoing operation and maintenance deficiencies: 
[ 3 unable to maintain 2Opsi 
[ 3 cross connectionhackflow problems 
[ 3 treatment deficiencies 
[ 3 certified operator 

[ 3 inadequate storage 
[ ] surface water treatment rule 
[ ] approval of construction 
[ 3 other 

Date of last inspection / sanitary survey: 3-12-01 

Administrative Orders: 

Comments: 
Is an ADEQ administrative order in effect? [ 3 Yes [XI No 

System information: 

Number of Points of Entry 8 Number of Sources 13 Population Served 46264 

Service Connections 14107 Initial Monitoring Year 1993 Initial MAP Year N/A 

Evaluation completed by: Jim Puckett 

Phone: 602-771-4649 Date: 7-7-04 

Based upon data submitted by the water system, ADEQ has determined that this system is currently delivering water that meets 
water quality standards required by Arizona Administrative Code, Title 18, Chapter 4. This compliance status report does not 
guarantee the water quality for this system in the future. This compliance status report does not reflect the status of any other 
water system owned by this utility company. 

J:\SHAREDV)WS\DWCEWORMS\Cornpliance Status ReportKSR Report.wpd Revised 12/26/03 
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Arizona Department of Environmental Quality 
Water Quality Compliance Assurance Unit 

1 1 10 W. Washington Street, 54 15B- 1 
Phoenix, A2 85007 

Drinking Water Compliance Status Report 

Public Water System Name: AZ Water Co-Tierra Grande 

Public Water System ID #: 11-076 

Overall Compliance Status: [XI No Major Deficiencies [ 

Monitoring and Reporting Status: [XI No Major Deficiencies [ 
comments: 

Major Deficiencies 

Major Deficiencies 

Operation and Maintenance Status: 
comments: 
It appears as though the monthly coliform samples are not being collected in accordance with an approved microbiologcal 
site sampling plan as most of the samples are being collected at “1785 Fairway and 2032 Clubhouse”. 
Major unresolvedongoing operation and maintenance deficiencies: 

[XI No Major Deficiencies [ ] Major Deficiencies 

[ ] unable to maintain 2Opsi 
[ ] cross connectionhackflow problems 
[ ] treatment deficiencies 
[ ] certified operator 

[ 3 inadequate storage 
[ ] surface water treatment rule 
[ ] approval of construction 
[ ] other 

Date of last inspection / sanitary survey: 3-12-01 

Administrative Orders: 

Comments: 
Is an ADEQ administrative order in effect? [ 1 Yes [XI No 

System information: 

Number of Points of Entry 1 Number of Sources 1 Population Served 892 

Service Connections 344 Initial Monitoring Year 1994 Initial MAP Year 2000 

Evaluation completed by: Jim Puckett 

Phone: 602-771-4649 Date: 7-2-04 

Based upon data submitted by the water system, ADEQ has determined that this system is currently delivering water that meets 
water quality standards required by Arizona Administrative Code, Title 18, Chapter 4. This compliance status report does not 
guarantee the water quality for this system in the future. This compliance status report does not reflect the status of any other 
water system owned by this utility company. 
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Arizona Department of Environmental Quality 
Water Quality Compliance Assurance Unit 

1 1 10 W. Washington Street, 54 15B- 1 
Phoenix, AZ 85007 

Drinking Water Compliance Status Report 

Public Water System Name: AZ Water Co-Stanfield 

11-012 Public Water System ID #: 

Overall Compliance Status: [XI No Major Deficiencies [I Major Deficiencies 

Monitoring and Reporting Status: [I Major Deficiencies 
Comments: 

[XI No Major Deficiencies 

Operation and Maintenance Status: 
Comments: 
It appears as though the monthly coliform samples are not being collected in accordance with an approved microbiological 
site sampling plan as most of the samples are being collected at “301 Standfield and 225 Baylor”. 
Major unresolved/ongoing operation and maintenance deficiencies: 

[XI No Major Deficiencies [I Major Deficiencies 

[I unable to maintain 2Opsi 
[I cross connectionhackflow problems 
[I treatment deficiencies 
[I certified operator [I other 

[I inadequate storage 
[I surface water treatment rule 
[I approval of construction 

Date of last inspection / sanitary survey: 3-12-01 

Administrative Orders: 

Comments : 
Is an ADEQ administrative order in effect? 11 Yes 

System information: 

Number of Points of Entry 2 Number of Sources 2 Population Served 703 

Service Connections 210 Initial Monitoring Year 1994 Initial MAP Year 2000 

Evaluation completed by: Jim Puckett 

Phone: 602-771-4649 Date: 7-2-04 

Based upon data submitted by the water system, ADEQ has determined that this system is currently delivering water that meets 
water quality standards required by Arizona Administrative Code, Title 18, Chapter 4. This compliance status report does not 
guarantee the water quality for this system in the future. This compliance status report does not reflect the status of any other 
water system owned by this utility company. 
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Arizona Department of Environmental Quality 
Water Quality Compliance Assurance Unit 

11 10 W. Washington Street, 5415B-1 
Phoenix, AZ 85007 

Drinking: Water Compliance Status Report 

Public Water System Name: AZ Water Co-Ai0 

Public Water System ID #: 10-003 

Overall Compliance Status: [XI No Major Deficiencies [I Major Deficiencies 

Monitoring and Reporting Status: 
Comments: 
This is a consecutive water system that buys all of its water from PWS #lo-221, 

[XI No Major Deficiencies [I Major Deficiencies 

Operation and Maintenance Status: 
Comments: 
It appears as though the monthly coliform samples are not being collected in accordance with an approved microbiological 
site sampling plan as most of the samples are being collected at “750 N. 2”d and 2561 N. Ajo”. 
Major unresolved/ongoing operation and maintenance deficiencies: 

[XI No Major Deficiencies [I Major Deficiencies 

[I unable to maintain 2Opsi 
[I cross connectionhackflow problems 
[I treatment deficiencies 
[I certified operator [I other 

[I inadequate storage 
[I surface water treatment rule 
[I approval of construction 

Date of last inspection / sanitary survey: 1-1 8-02 

Administrative Orders: 

Comments: 
Is an ADEQ administrative order in effect? [I Yes [XI No 

System information: 

Number of Points of Entry N/A Number of Sources N/A Population Served 15 14 

Service Connections 691 Initial Monitoring Year 1995 Initial MAP Year N/A 

Evaluation completed by: Jim Puckett 

Phone: 602-771-4649 Date: 7-2-04 

Based upon data submitted by the water system, ADEQ has determined that this system is currently delivering water that meets 
water quality standards required by Arizona Administrative Code, Title 18, Chapter 4. This compliance status report does not 
guarantee the water quality for this system in the future. This compliance status report does not reflect the status of any other 
water system owned by this utility company. 
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Arizona Department of Environmental Quality 
Water Quality Compliance Assurance Unit 

11 10 W. Washington Street, 5415B-1 
Phoenix, AZ 85007 

Drinking Water Compliance Status Report 

Public Water System Name: Az Water Co-Coolidge 

Public Water System ID #: 11-014 

Overall Compliance Status: [XI No Major Deficiencies [ ] Major Deficiencies 

Monitoring and Reporting Status: 
Comments: 

[XI No Major Deficiencies [ 3 Major Deficiencies 

Operation and Maintenance Status: 
Comments: 

[XI No Major Deficiencies [ 3 Major Deficiencies 

Major unresolvedongoing operation and maintenance deficiencies: 
[ ] unable to maintain 2Opsi 
[ ] cross connectionhackflow problems 
[ 3 treatment deficiencies 
[ ] certified operator 

[ ] inadequate storage 
[ ] surface water treatment rule 
[ ] approval of construction 
[ ] other 

Date of last inspection / sanitary survey: 2-12-01 

Administrative Orders: 

Comments: 
Is an ADEQ administrative order in effect? [ 1 Yes [XI No 

System information: 

Number of Points of Entry 3 Number of Sources 4 Population Served 938 1 

Service Connections 3057 Initial Monitoring Year 1994 Initial MAP Year 2000 

Evaluation completed by: Jim Puckett 

Phone: 602-771-4649 Date: 7-7-04 

Based upon data submitted by the water system, ADEQ has determined that this system is currently delivering water that meets 
water quality standards required by Arizona Administrative Code, Title 18, Chapter 4. This compliance status report does not 
guarantee the water quality for this system in the future. This compliance status report does not reflect the status of any other 
water system owned by this utility company. 
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ARIZONA CORPORATION COMMlSSllON STA'I'U 

To: DATE: d& 
Muricbpa County Environmental Scxvbes Depnrtment 
Drinking Water Progtam Meiurgcr Attention: Johr Kulman 
1001 N. Central Ave. Sulk 150 
Phoenix, AZ 85004-1935 
Phone 602-3064668 

6 
FU 602-506-6925 

FROM: 
Water Company 
PWS Name: 
PWS I.D. Numbor; 
Moilihg Addms: 
City, St(Ltc. Zip Code 

Phone N u m k  
FAX: 

Plcasc return cnmpickd &quest to AN= Utilitits lSnginccnng (FAX 602.542-2129) and io Ihe Compaoy ai  addrrse Iiskd 
abovc within 30 days. 

ComplSencc Stzrtus Report 

Oremll CumpUsnce Stntua: No Mujor Dcflcichcies [ ] Major Deficiencies 
b m m n t r :  

Momflrorhg end Repadng Denele clecl t J No Deficiencies [ 1 Major hflclcndcs 
tis1 dcficicncies; flnlflbr, s e< a &it&d 

[ 3 Major Dcficlohcren 

Major Wperiiian and Melnlanencc bcflcisnoies cltcd dung inepectlon 
[ ] unable to maintaia 20 psi 
[ 3 woss conncctionhacknow problem [ f aurthce wakr tnelmcnt rule 
[ 1 treatment dcficirnclcs 
[ 3 certified operator [ J other 

[ 1 Inadquote storagc 

[ 1 approval of conshtion 

q 

commsata: 

/aey System Infermatfan: 
NumbcrofPoinb of Ejiby &. Population S e r v e d w  Comadtians Served 

Based on data submitled by 
currently dclivcring water 
*&h[e 18, Chaplcr 4. This 

Mnrlcope County Drinkhg Wdter Projgtm has detcmrincd lhrl chi6 system k 
ntacl) wnkr quality etandards required by Arizone Adminismtivc Code, 

does not guamtcc the water quality fnt this system in Ihc ruturc. mis 
CompJjancc s t m s  rcpotr docs not reflect the stetus of any athcr water aystern uwnrd or opemted by this utility company. 
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2) Monitoring Assistance Program 
Invoices 



I 
~ 

AKIZLVNA UEPAK'I'MEN'I' OF ENVIKONMENTAL QUALITY 
MONITORING ASSISTANCE PROGRAM ";" 

Ne* ?X's 

- ' .  D C T  3.0 2003 ANNUAL SAMPLING FEE INVOICE I 
I 

Account/PWSID #: 11012 

PO BOX 29006 
TO: AZ WATER CO-STANFIELD 

PHOENIX, A 2  85038-9006 
1 

............ P A W  , : ,7 , , -  n. 
Pursuant to A.R.S. 6 49-1 13, interest will be char ed if full payment is not received by the 

ossible. To reduce interest costs on an unpaid invoice. you ma remit an amount that you 
gelieve is not in dispute. However, if nonpayment is due to wilt% neglect. you ma suffer 
an additional five percent penalty of up to ,wenty-five percent of the amount due &r each 
month or fraction of a month the amount IS past due. 

If you have any questions about your invoi&,' cohtacf fnz'~'~&#o,, 
Steinhagen at (602) 771-4445 or Mike Hill 'at-t'(aO2f771-45 18 
or toll-free Within Arizona at (800) 234-5677, extension 771-4445 

specified due date. If you dispute the amount Rsted, please contact ADEQ as soon as ' I  2!;x 

I 

Invoice Number 60907 

Billing for Calendar Year: 2004 

AZ WATER CO-STANFIELD 
PO BOX 29006 
PHOENIX, AZ 85038-9006 

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l 1  I 

Account/PWSID #: 11012 MAP 

Billing for Calendar Year: 2004 
Due Date: 12/01/2003 

Due Date: December 1, 2003 
Total Amount Due. $ . . . . . . . . . . . . . . .  684.70 

Make your check or money order payable to State of Arizona 
THIS FORM MUST ACCOMPANY YOUR REMITTANCE. 

Mail to: Arizona De artment of Environmental Quality 
PO Box IS%S 
Phoenix, AZ 85005-8228 

Check Number: 
Received: 

Postmarked: 
M W I  10R9/2003 

Entered : WMMORePrint 

I 
I 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Base Fee (all MAP systems) $ 250.00 
Fee per Connection. 210 connections X $ 2.57. $ 539.70 
Subtot . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  789.70 
( ~ e s s )  . . . . . . . . . . . . . . . . . . . . . . . . . .  210 connections X $ 0.50. $ < 105.00> 
2004 subsidy from MAP surplus (not all systems are eligible, if not eligible, then zero) 

Total Sampling Fee. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 684.70 
Plus Paid Interest Charges and/or Other Adjustments $ 0.00 
Plus Unpaid Interest Charges as of 10/29/2003. $ 0.00 
Minus Payments Received and/or Other Adjustments $ 0.00 
AmountDue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  684.70 
Amount received by ADEQ (Make check payable to State of Arizona) . . . . . . . . . . . . . . . . . . . . . . . . .  $ 

. . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  I 
I 
I 
I 

. . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  



ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY 
MONITORING ASSISTANCE PROGRAM 

ANNUAL SAMPLING FEE INVOICE 

Pursuant to A.R.S 5 49-1 13 interest w~l l  be char ed if full payment is not received by the * specified due dak. If you bispute the amount hsted, please contact ADEQ as soon as 
ossible. TO reduce interest costs on an unpaid Invoice, you ma remit an amount that YOU 

[elieve is not in dispute. However, if nonpayment is due to will& neglect, you ma suffer 
an additional five percent penalty of up to twenty-five percent of the amount due &r each 
month or fraction of a month the amount IS past due. 

If you have any questions about your 
Steinhagen at (602) 77 1-4445 or Mik 
or toll-free within Arizona at (800) 234-5677, extension 771-4445 I 

Account/PWSID #: 11076 Invoice Number 60933 

I 

. . . . . . . . . . . . . . . .  Total Amount Due 962.08 

To: AZ WATER CO-TIERRA GRANDE 
PO BOX 29006 
PHOENIX, AZ 85038-9006 

llllllllllllllllllllllllllllllllllllllllllllllllllll 

1 

AZ WATER CO-TIERRA GRANDE 
POBOX29006 
PHOENIX, AZ 85038-9006 

Base Fee (all MAP systems) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 250.00 
Fee per Connection. . . . . . . . . . . . . . . . . .  344 connections X $ 2.57. . . . . . . . . . . . . . . . .  $ 884.08 
Subtotal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1,134.08 

2004 subsidy from MAP surplus (not all systems are eligible, if not eligible, then zero) 
TotalSamplingF ee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 962.08 

0.00 
0.00 
0.00 

AmountDue $ 962.08 

( ~ e s s )  . . . . . . . . . . . . . . . . . . . . . . . . . .  344 connections x $ 0.50. . . . . . . . . . . . . . . . .  $ < 172.00> 1 
I 
I 

Plus Paid Interest Charges and/or Other Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 

Plus Unpaid Interest Charges as of 10/29/2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 

Minus Payments Received and/or Other Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 

Amount received by ADEQ (Make check payable to State of Arizona) . . . . . . . . . . . . . . . . . . . . . . . . .  $ 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Account/PWSID #: 11076 MAP 

Billing for Calendar Year: 2004 
Due Date: 12/01/2003 

A $12 fee will be charged for any check not honored by  the bank. 

Make your check or money order payable to State of Arizona 
THIS FORM MUST ACCOMPANY YOUR REMIlTANCE. 

I 

Mail to: Arizona De artment of Environmental Quality 
PO Box l8f28 
Phoenix, AZ 85005-8228 

Do not write below this line 

heck Number: 

M W I  10i29/ux)3 Entered: WMUWlReRint 



ARIZONA DEPARTMENT OF ENVIRONMENTAL QUAL1 
MONITORING ASSISTANCE PROGRAM 

ANNUAL SAMPLING FEE INVOICE 
I 
I 

AZ WATER CO-WHITE TANKS 
POBOX29006 
PHOENIX, AZ 85038-9006 

'0 P A M  - - > " , , . . I  ~ 3, ;  1 IT- 

Pursuant to A.R.S. # 49-1 13, interest will be char ed if full payment is not received by the 
specified due date. If you dispute the amount kted, please contact ADEQ as soon as 

Eelieve is nor in dispute. However, if nonpayment isdue to w i l h  neglect. you ma suffer 
an additional five percent penalty of up towenty-five percent of the amount due &r each 
month or fraction of a month the amount IS past due. 

If you have any questions about your invoice, &&$ $#&&#oNs 

or toll-free Within Arizona at (800) 234-5677, extension 771-4445 

8 * ossible. To reduce interest costs on an unpaid invoice, you ma remit an amount that you Steinhagen at (602) 771-4445 or Mike Hill at (602) 771-4518 

Account/PWSID #: 7128 MAP 

Billing for Calendar Year: 2004 

I 
R 
I 

Pursuant to A.R.S. 0 49-360 F and A.A.C. R18-4-224 through R184-226, "The director shall establish fees for the monitoring 
assistance program to be collected from all public water systems.. . " 

I Account/PWSID #: 7128 I Invoice Number 60608 
TO: AZ WATER CO-WHITE TANKS 

Billing for Calendar Year: 2004 PO BOX 29006 

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 l l l l l l l l 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 l l l l  

PHOENIX, AZ 85038-9006 
Due Date: December 1, 2003 
Total Amount Due. . . . . . . . . . . . . . . .  $ 2,907.88 

I Amount Paid . . . . . . . . . . . . . . . . . . .  $ 

t Keep the top portion for your records. t ADEQ Federal Tax #866004791 

AD S k c  Federal Tax #866004791 
3. This entire bottom portion must be returned to ADE 

Annual Sampling Fee Invoice Invoice # 60608 

I lDue Date: 12/01/2003 

I ANNUAL SAMPLING FEE WORKSHEET 

Base Fee (all MAP systems) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 250.00 
Fee per Connection . . . . . . . . . . . . . . . . . .  1,284 connections X $ 2.57 . . . . . . . . . . . . . . . . .  $ 3,299.88 

3,549.88 Subtotal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 

. . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  < 642.00 > (Less) 1,284 connections X. $ 0.50. $ 
2004 subsidy from MAP surplus (not all systems are eligible, if not eligible, then zero) 
Total Sampling Fee. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 

I 
I 
1 
I 

2,907.88 
0.00 
0.00 
0.00 

AmountDue $ 2,907.88 

Plus Paid Interest Charges and/or Other Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 

Plus Unpaid Interest Charges as of 10/29/2003. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 

Minus Payments Received and/or Other Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 

Amount received by ADEQ (Make check payable to State of Arizona) . . . . . . . . . . . . . . . . . . . . . . . . .  $ 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

I* 
A $12 fee will be charged for any check not honored bv the bank. Do not write below this line 

I I 

Make your check or money order payable to State of Arizona 
THIS FORM MUST ACCOMPANY YOUR REMITTANCE. 

Mail to: Arizona De artment of Environmental Quality 
PO Box Id28 
Phoenix, AZ 85005-8228 



1 
I 

Account/PWSID #: 11014 Invoice Number 60908 
TO: AZ WATER CO-COOLIDGE 

Billing for Calendar Year: 2004 PO BOX 29006 
PHOENIX, AZ 85038-9006 

l l l l i i l l l l 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 l l l l l  
Due Date: December 1, 2003 
Total Amount Due . . . . . . . . . . . . . . . .  $ 

Amount Paid .$ 
6,577.99 

. . . . . . . . . . . . . . . . . .  

lDue Date: 12/01/2003 

I '  ANNUAL SAMPLING FEE WORKSHEET 

I 

I 

AZ WATER CO-COOLIDGE Account/PWSID #: 11014 MAP 

PHOENIX, AZ 85038-9006 Billing for Calendar Year: 2004 
POBOX29006 

Make your check or money order payable to State of Arizona 
THIS FORM MUST ACCOMPANY YOUR REMITTANCE. 

Arizona De artment of Environmental Quality 
PO Box 18f28 
Phoenix, AZ 85005-8228 

Mail to: 

I Check Number: 
Received: 

Postmarked : 
MWI lOt29Rw3 Entered : WMMORePnnt 
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3) Water Use Data 



I 
I 
I 
I 
I 

MONTHNEAR (12 
Months of Test Year) 

1. JANUARY 
2. FEBRUARY 
3. MARCH 
4. APRIL 
5. MAY 

I 
1 
I 
I 

NUMBEROF GALLONS SOLD GALLONS PUMPED 
CUSTOMERS (THOUSANDS) (THOUSANDS) 

13540 202452.6 223547.0 
13632 208036.8 191 946.0 
13722 176998 237631 .O 
13841 247978.1 288538.0 
13944 294455.7 349087.0 

I WATER USE DATA SHEET 

6. JUNE 
7. JULY 
8. AUGUST 
9. SEPTEMBER 
I O .  OCTOBER 

NAME OF COMPANY /Arizona Water Company - Casa Grande 
ADEQ Public Water System Number: ~11-009 

14077 340745.9 41 8241 .O 
14229 409772.2 41 8428.0 
14292 345221.8 358907.0 
14360 31 9387.7 369476.0 
14506 31 4384.5 340777.0 

11. NOVEMBER 
12. DECEMBER 
TOTAL 

14645 3021 23.2 228886.0 
14640 21 6054 2621 15.0 
N/A 337761 0.5 3687579.0 

Is the Water Utility Located in an ADWR Active Management Area (AMA)? 

x YES NO 

Does the company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement? 

X YES NO 

If yes, provide the GPCPD amount: Please see the attached calculation of GPCPD from the 3rd 
Management Plan for Pinal Active Management Area 2000-201 0. 
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B. 

C. 

D. 

E. 

F. 

5-1 03. 

A. 

for and been accepted for regulation under the Non-Per Capita Conservation Program 
described in section 5 / 0 4  or the Alternative conservation Program described in section 5- 
I OS, or is designated as an institutional provider under section 5- 108. 

rj-a large municipal provider is accepted into the Non-Per Capita Conservation Program, the 
Alternative Conservation Program, or is designated as an institutional provider, the provider 
shall continue to comply with its total GPCD requirement until the first compliance date 
assigned by the director for the provider under the Alternative Conservation Program, the 
Non-Per Capita Conservation Program. or as an Institutional provider. 

A large municipal provider that was regulated under the Non-Per Capita Conservation 
Program, the Alternative Conservation Program or the Institutional Provider Program under 
the Second Management Plan and that applies to be regulated under the same program in the 
Third Managenrent Plan I80 days following adoption of the plan shall continue to be 
regulated under the Non-Per Capita Conservation Program, the Alternative Conservation 
Program or the Institutional Provider Program under the Second Management Plan, 
whichever applies, until January I ,  2002 or until the director approves or denies the 
provider 3 application under the Third Management Plan, whichever is later. 

A large municipal provider may apply for the Non-Per Capita Conservation Program as 
described in section 5- 104. If the director approves the application, the provider shall comply 
with the requirements of the Non-Per Capita Conservation Program beginning on a date 
determined by the director but not later than January I of the year following the year in 
which the application is approved. 

A large municipal provider may apply for the Alternative Conservation Program as described 
in section 5- I05. Ifthe director approves the application, the provider shall comply with the 
requirements of the Alternative Conservation Program beginning on a date determined by the 
director but not later than January I of the year following the year in which the application is 
approved. 

A large municipal provider may apply for designation as an institutional provider pursuant to 
section 5-108 . Ifthe director approves the application, the provider shall comply with the 
institutional provider requirements assigned by the director beginning on a date determined 
by the director but not later than January I of the year following the year in which the 
application is approved. 

A large untreated water provider shall comply with the requirements of section 5-1 07. 

AN municipal providers shall comply with individual user requirements, distribution system 
requirements, and applicable monitoring and reporting requirements as prescribed in 
sections.5-112. 5-I13 and.5-114. 

Large Municipal Provider Total Gallons Per Capita Per Day Program 

Total GPCD Requirement 

1. Beginning with the calendar year determined under paragraph 2 of this subsection, and 
for each calendar year thereafter until the first compliance date for any substitute 
municipal conservation requirement in the Fourth Management Plan, a large munic@al 
provider regulated under the Total GPCD Program shall not withdraw, divert or receive 
water from any source, except direct use efluent or efluent recovered within the area of 
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impact and excluded CAP water, for non-irrigation use during a year in a total amount 
thut exceeds its total GPCD requirement for the year as calculated in subsection B of this 
section, except as provided in the flexibility account provisions in section 5-1 06. 

A large municipal provider regulated under the Total GPCD Program shall begin 
complying with its total GPCD requirements, as calculated under subsection B of this 
section, beginning with the calendar year 2000, except that i f  the providers total GPCD 
requirement for the year 2000, as calculated under subsection B of this section, is lower 
than the provider’s final total GPCD requirement under the Second Management Plan, 
the provider shall begin complying with its total GPCD requirements, as calculated under 
subsection B of this section, beginning with calendar year 2002. 

B. Calculation of the Annual Total GPCD Requirement 

A large municipal provider’s Total GPCD requirement for a year shall be calculated as 
follows: 

I .  For calendar years 2000 through 2004, multiply the provider’s existing residential 
population for the year, as calculatedpursuant to subsection D of this section, by thefirst 
intermediate GPCD component for existing residential population as assigned to the 
provider in Table 5-103.A. 

For calendar years 2005 through 2009, multiply the provider’s existing residential 
population for the year, as calculated pursuant to subsection D of this section, by the 
second intermediate GPCD component for existing residential population as assigned to 
theprovider in Table 5-I03.A. 

For the calendar year 201 0, and for each calendar year thereafrer until thefirst 
compliance date for any substitute total GPCD requirement in the Fourth Management 
Plan, multiply the provider S existing residential population for the year, as calculated 
pursuant to subsection D of this section, by the final GPCD component for existing 
residential population as assigned to the provider in Table 5-I 03.A. 

2. Multiply the provider S new single family population for the year, as calculated pursuant 
to subsection D of this section, by 57 GPCD. 

3. Multiply the number of new single family housing units within the provider’s service area 
as of July I of the calendar year in question by 149 GPHUD. 

4. Multiply the provider’s new multifamily population for the year, as calculated pursuant to 
subsection D of this section, by 57 GPCD. 

5. Multiply the number of new multifamily housing units within the providers service area 
as of July I of the calendar year in question by 77 GPHUD. 

6. Multiply the provider’s total service area population for the year, as calculated pursuant 
to subsection D of this section, by the GPCD component for non-residential use as 
assigned to the provider in Table 5-103.A. 

7. Divide the provider’s allowable lost and unaccounted for water by the number of days in 
the calendaryear. The provider 3 allowable lost and unaccounted for water- is the lesser 
of the following: 
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a. 

b. 

theprovider’s actual lost and unaccounted for water for the year, in gallons. 

an amount calculated by multiplying the total gallons of water from any source, 
except direct use effluent, withdrawn, diverted or received by the provider during the 
year by 10percent. 

8. Add the results from paragraphs I through 7 of this subsection, and then divide the sum 
by the provider3 annual service area population as of July I of that year. The quotient is 
the provider’s total GPCD requirement for the calendar year. 

C. Compliance with Total GPCD Requirement 

The director shall determine i fa  large municipal provider is in compliance with its total 
GPCD requirement for a calendar year pursuant to thejlexibili~ account provisions in 
section 5-106, using the provider ’s service area population as calculated in subsection D of 
this section. 

D. Calculation of Large Municipal Provider’s Service Area Population 

The director shall calculate a large municipal provider S service area population for a 
calendaryear as follows, unless the director has approved an alternative methodology for  
calculating the provider S service area population prior to the calendar year in question: 

I .  Determine the number of existing single family housing units and existing multifamily 
housing units served by the provider’s distribution system as of July I ,  2000, less any 
existing single family housing units and any existing multifamily housing units removed 
from the provider’s distribution system between Jury I ,  2000 and June 30 of the calendar 
year in question. 

2. Adjust these totals by the respective average annual vacancy rate for single family 
housing units and multifamily housing units as calculated from the most recent census or 
other approved source of information. 

3. Multiply the adjusted number of existing single family housing units calculated in 
paragraph 2 of this subsection by the average number ofpersons per occupied single 
farnib housing unit as calculated in accordance with the most recent census or other 
approved source of information. 

4. Multiply the adjusted number of existing multifamily housing units calculated in 
paragraph 2 of this subsection by the average number ofpersons per occupied 
multifamily housing unit as calculated in accordance with the most recent census or other 
approved source of information. 

5. Add the products from paragraphs 3 and 4 of this subsection. The sum is the provider’s 
aiding residential population. 

6. Deiermine the number of new single family housing units and new multifamily housing 
units added to the provider S distribution system between July I of the previous calendar 
year and July I of the calendar year in question, less any new single family and new 
mulhyamily housing units removed from the system during that period. 
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127 I25 123 99 

I05 103 I01 29 

121 119 117 80 

107 105 103 65 

7. Adjust these totals by the respective average annual vacancy rate for single family 
housing units and multifamily housing units as calculated from the most recent census or 
other approved source of information. 

8. 

9. 

IO. 

Multiply the adjusted number of new single family housing units calculated in paragraph 
7 of this subsection by the average number ofpersons per occupied single family housing 
unit as calculated in accordance with the most recent census or other approved source of 
irlforniation. 

Multiply the adjusted number of new multifamily housing units calculated in paragraph 7 
of this subsection by the average number ofpersons per occupied multifamily housing 
unit as calculated in accordance with the most recent census or other approved source of 
in formation. 

Add the product from paragraph 8 to the provider’s new single family population as of 
July 1 of the previous year and add the product from paragraph 9 to the provider’s new 
multifamily population as of July I of the previous year. The sums are the provider’s new 
single family population and new multifaniily population. 

11. Add the results from paragraphs 5 and IO. The sum is the provider’s service area 
population for the calendar year. 

TABLE 5-103.A 
EXISTING RESIDENTIAL AND NON-RESIDENTIAL GPCD COMPONENTS 

PINAL A C T N E  MANAGEMENT AREA 

I .  Exclusion 

A large niunicipalprovider may apply to the director to have CAP water delivered by the 
provider to a non-residential customer excluded from the provider S total water use when 
determining the provider 3 compliance with its total GPCD requirement as established 
pursuant to subsection B of this section. The director shall grant a one time exclusion for 
a period not to exceed ten years ifthe director finds that all of the following apply: 

a. The provider will ultimately serve direct use effluent to the non-residential customer 
from a wastewater treatment plant that is either in existence or planned for 
construction; the provider will begin replacing the deliveries of CAP water with 

I 
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b. 

C. 

d. 

e. 

f: 

direct use efluent as soon as direct use efluent becomes availuble for delivery to the 
non-residential customer *om the treatment facility; and the provider will completely 
replace the deliveries of CAP water with direct use efluent within a reasonable 
period oftime, not to exceed ten years. 

The CAP water that the provider will deliver to the non-residential customer cannot 
be delivered through the provider Spotable water distribution system to any of its 
customers located outside the boundaries of a water users association, as deJined in 
A.R.S. $10-140, because of treatment facility or distribution system limitations, and 
the providers CAP water treatment facilities and potable water distribution system 
have a reasonable level of capaciiy. 

Granting the exclusion will result in the non-residential customer receiving efluent 
sooner than it would ifthe exclusion is not granted, and the efluent that the non- 
residential customer will receive as a result of the exclusion would not otherwise be 
put to a direct beneficial use by the provider. 

Neither the Non-Per Capita Conservation Program described in section 5-104 of this 
chapter nor the Alternative Conservation Program described in section 5-1 05 of this 
chapter are currently an appropriate conservation program for the provider. 

qthe now-esidential customer is a tug-related facility, a large-scale cooling facility, 
or a publicly owned right-of-way, the customer will be required to comply with 
conservation requirements during the duration of the exclusion identical to the 
conservation requirements which would appb to the customer under section 5-1 12 of 
this chapter i f  the customer was using groundwater. 

y the  CAP water that the provider will deliver to the non-residential customer is to be 
recovered by the provider pursuant to a recovery well permit issued under Title 45, 
Chapter 3.1, Arizona Revised Statutes, the provider is unable to deliver CAP water to 
the custonier except from a recovery well. 

2. Duration of Exclusion 

The duration of any exclusion grantedpursuant to paragraph I of this subsection shall be 
determined by the director at the time the exclusion is granted and shall not exceed ten 
years. After the exclusion has become effective, the director may at any time rescind the 
exclusion, or reduce the amount of the exclusion as determined pursuant IO paragraph 3 
of this subsection, ifthe director determines that one of the following applies: 

a. The large muriicipa~provider is not delivering all available direct use efluent or 
e f f e n t  recovered within the area of impact to the non-residential customer. 

6. The large municipalprovider will not entirely replace the deliveries of CAP water 
with direct use efluent by the date determined by the director to be reasonable at the 
time the exclusion was granted. 

The Zarge municipal provider 's CAP water treatment facilities or potable water 
distribution system no longer have a reasonable level of capacity. 

e. 
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3. Amount ofExclusion 

During the duration of any exclusion grantedpursuant to paragraph I of this subsection, 
the amount of CAP water that shall be excluded from the large municipal provider's total 
water usage iri any calendar year shall be calculated as follows: 

a. Determine the amount of CAP water delivered by the provider to the non-residential 
customer during the calendar year and then subtract from that amount any amount of 
water used by the non-residential customer during the year in excess of the 
conservation requirements applicable to such use as set forth in section 5-112 of this 
chapter. 

b. The amount of CAP water that shall be excluded from the providerS total water use 
during the calendar year shall be the volumefiom subparagraph a above, but not to 
exceed the lesser of the following: 

I 

I 
I 

I 
I 
I 
I 

I )  The amount of direct use effluent that will be available for delivery by the 
provider to the non-residential customer during the last year of the exclusion, as 
detennined by the director at the time the exclusion is granted. 

2) The amount of groundwater that would have been used by the non-residential 
customer during the year ifthe provider had not served CAP water to the 
customer, as detennined by the director. 

4. Agreement by Non-Residential Customer Not to Use Groundwater; Exception 

An exclusion granted pursuant to paragraph I of this subsection shall not become 
efective until rhe non-residential customer agrees in writing that it will not use 
groundwater from a source other than the large municipal provider during the duration 
of the exclusion, except during any temporalyperiod in which theprovider is unable to 
deliver a suficient quantity of water to the customer because of distribution system failure 
or other emergency, andprovided that the customer applies to the director in writing for 
permission to use the groundwater'within seven days after commencement of the 
provider's distribution system failure or other emergency and the director approves the 
application in writing. 

5. Deliveries of Groundwater by Large Municipal Provider to Non-Residential Customer 
Included in GPCD Requirement; Exception 

During the duration of any exclusion grantedpursuant to paragraph I of this subsection, 
any groundwater delivered by the large municipal provider to the non-residential 
customer shall be included in determining the provider S compliance with its GPCD 
requirement, except for groundwater delivered by the provider to the non-residential 
customer during any temporaty period, not to exceed 30 days, in which the provider is 
unable to deliver a sufficient quantity of CAP water or direct use efjluent to the customer 
because of distribulion system failure or other emergency, and provided that the provider 
applies to the director in writing for an exclusion of such groundwaterfront its GPCD 
requirement within seven days after commencement of the distribution system failure or 
other emergency and the director approves the application in writing for a specified 
period of time. 
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WATER USE DATA SHEET 1 
NAME OF COMPANY IArizona Water Company - Tierra Grande System 
ADEQ Public Water System Number: 11 1-076 

I MONTHNEAR (12 I NUMBER OF I GALLONS SOLD I GALLONS PUMPED I 

Is the Water Utility Located in an ADWR Active Management Area (AMA)? 

X YES NO 

Does the company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement? 

X YES 

If yes, provide the GPCPD amount: 

NO 

Please see the attached calculation of GPCPD from the 3rd 
Manaaement Plan for Pinal Active Manaaement Area 2000-2010. 
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B. 

C. 

D. 

E. 

F. 

5-1 03. 

A. 

for and been accepted for regulation under the Non-Per Capita Conservation Program 
described in section 5-104 or the Alternative Conservation Program described in section 5- 
105, or is designated as an institutional provider under section 5-1 08. 

g a  large municipal provider is accepted into the Non-Per Capita Conservation Program, the 
Alternative Conservation Program, or is designated as an institutional provider, the provider 
shall continue to comply with its total GPCD requirement until the first compliance date 
assigned by the director for the provider under the Alternative Conservation Program, the 
Non-Per Capita Conservation Program, or as an Institutional provider. 

A large municipal provider that was regulated under the Non-Per Capita Conservation 
Program, the Alternative Conservation Program or the Institutional Provider Program under 
the Second Management Plan and that applies to be regulated under the same program in the 
Third Management Plan 180 days following adoption of the plan shall continue to be 
regulated under the Non-Per Capita Conservation Program, the Alternative Conservation 
Progranr or the lnstitutional Provider Program under the Second Management Plan, 
whichever applies, until Janualy I ,  2002 or until the director approves or denies the 
provider’s application under the Third Management Plan, whichever is later. 

A large municipalprovider may apply for the Non-Per Capita Conservation Program as 
described in section 5-1 04. If the director approves the application, the provider shall comply 
with the requirements of the Non-Per Capita Conservation Program beginning on a date 
determined by the director but not later than January I of the year following the year in 
which the application is approved. 

A large municipal provider may apply for the Alternative Conservation Program as described 
in section 5-105. Ifthe director approves the application, the provider shall comply with the 
requiremen& of the Alternative Conservation Program beginning on a date determined by the 
director but not later than January I of the year following the year in which tlte application is 
approved. 

A large municipal provider may apply for designation as an institutional provirler pursuant to 
section 5-108 . rfthe director approves the application, the provider shall comply with the 
institutional provider requirements assigned by the director beginning on a date determined 
by the director but not later than January I of the year following the year in which the 
application is approved. 

A large untreated water provider shall comply with the requirements of section 5-10?, 

All municipal providers shall comply with individual user requirements, distribution system 
requirements. and applicable monitoring and reporting requirements as prescribed in 
sections 5-1 12. 5-113 and 5-114. 

Large Municipal Provider Total Gallons Per Capita Per Day Program 

Total GPCD Requirement 

1. Beginning with the calendar year determined under paragraph 2 of this subsection, and 
for each calendar year thereafier until the first compliance date for any substitute 
municipal conservation requirement in the Fourth Management Platr, a large municipal 
provider regulated under the Total GPCD Program shall not withdraw, divert or receive 
water front any source, except direct use efjluent or efluent recovered within the area of 
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impact and excluded CAP wafer, for non-irrigation use during a year in a total amount 
that exceeds its total GPCD requirement for theyear as calculated in subsection B of this 
section, except as provided in the flexibility account provisions in section 5- I06 

2. A large municipal provider regulated under the Total GPCD Program shall begin 
complying with its total GPCD requirements, as calculated under subsection B of this 
section, beginning with the calendar year 2000, except that if the providers total GPCD 
requirement for the year 2000, as calculated under subsection B of this section, is lower 
than the provider Sjinal total GPCD requirement under the Second Management Plun, 
the provider shall begin complying with its total GPCD requirements, as calculated under 
subseclion B of this seclion, beginning with calendar year 2002. 

B. Calculation of the Annual Total GPCD Requirement 

A large municipalprovider’s Total GPCD requirement for a year shall be calculated as 
follows: 

I .  For calendar years 2000 through 2004, multiply the provider’s existing residential 
population for the year, as calculated pursuant to subsection D of thk section, by thefimt 
intermediate GPCD component for existing residential population as assigned to the 
provider in Table 5--103.A. 

For calendar years 2005 rhrough 2009, multiply the provider 3 existing residential 
population for the year, as calculated pursuant to subsection D of this section, by the 
second intermediate GPCD component for existing residential population as assigned to 
the provider in Table 5-103.A. 

For the calendar year 2010. and for each calendar year thereafter until the first 
compliance date for any substitute total GPCD requirement in the Fourth Management 
Plan, multiply the provider ’s existing residential population for the year, as calculated 
pursuant to subsection D of this section, by thefirtal GPCD component for existing 
residential population as assigned to the provider in Table 5-1 03.A. 

2. Multiply the provider’s new single family population for the year, as calculated pursuant 
io subsection D of this section, by 57 GPCD. 

3. Multiply the number of new single family housing units within the provider’s service area 
as of July I of the calendar year in question by I49 GPHUD. 

4. Multiply the provider’s new mult family popularion for the year, as calculated pursuant to 
subsection D of this section, by 57 GPCD. 

5. Multely the number of new multifamily housing units within the provider’s service area 
as of July I of the calendar year in question by 77 GPHUD. 

6. Multiply the provider’s total service area population for the year, as calculated pursuant 
to subsection D of this section, by the GPCD component for non-residential use as 
assigned to the provider in Table 5- 103.A. 

7, Divide the provider ’s allowable lost and unaccounted for water by the number of days in 
the calendar year. The provider’s allowable lost and unaccounted for water is the lesser 
of the following: 
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a. theprovider's actual lost and unaccounted for water for the year, in gallons. 

b. an amount calculated by multiplying the total gallons of water from any source, 
except direct use efluent, withdrawn, diverted or received by the provider during the 
year by IO percent. 

8. Add the resultsj-om paragraphs I through 7 of this subsection, and then divide the sum 
by the provider's annual service area population as of July I of that year. The quotient is 
the provider 's total GPCD requirement for the calendar year. 

C. Compliance with Total GPCD Requirement 

The director shall determine ifa large municipalprovider is in compliance with its total 
GPCD requirement for a calendar year pursuant to the flexibility account provisions in 
section 5-106, using the provider's service area population as calculated in subsection D of 
this section. 

D. Calculation of Large MunicQal Provider's Service Area Population 

The director shall calculate a large municipal provider S service area population for a 
calendaryear as follows, unless the director has approved an alternative methodology for  
calculating the provider's service area population prior to the calendar year in question: 

I .  Detennine the number of existing single family housing units and existing nrultijiarnily 
housing units sewed by the provider's distribution system as of July 1. 2000, less any 
existing single family housing units and any existing multifhmily housing units removed 
fiom the provider's distribution system between July I .  2000 and June 30 of the calendar 
year in question. 

2. Adjust these totals by the respective average annual vacancy rate for single family 
housing units and multifamily housing units as calculated from the most recent census or 
other approved source of information. 

3. Multiply the a4usted number of existing single family housing units calculated in 
paragraph 2 of this subsection by the average number ofpersons per occupied single 
family housing unit as calculated in accordance with the most recent census or other 
approved source of information. 

4. Multiply the a4usted number of existing mullgamily housing units calculated in 
paragraph 2 of this subsection by the average number ofpersons per occupied 
multifamily housing unit as calculated in accordance with the most recent census or other 
approved source of information. 

5. Add the products from paragraphs 3 and 4 of this subsection. The sum is the provider's 
existing residential population. 

6. Determine the number of new single famil,, housing units and new multifamily housing 
units added to the provider 's distribution system between July I of the previous calendar 
year and July I of the calendar year in question, less any new single family and new 
multifamily housing units removed from the system during that period. 
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7. 

8. 

9. 

AGust these totals by the respective average annual vacancy rate for single family 
housing units and multifamily housing units as calculated from the most recent census or 
other approved source of infonnation. 

Multiply the adjusted number of new single family housing trnits calculated in paragraph 
7 of this subsection by the average number ofpersons per occupied single family housing 
unit as calculated in accordance with the most recent census or other approved source of 
it$ormation. 

Multiply the adjusted number of new multifamily housing units calculated in paragraph 7 
of this subsection by the average number ofpersons per occupied multifamily housing 
unit as calculated in accordance with the most recent census or other approved source of 
information. 

I 
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I 

E. Exclusion of Deliveries of Central Arizona Project Water from Total GPCD Requiremeni 

1. Exclusion 

I 
1 
I 
1 

IO. Add the product from paragraph 8 to the provider S new single family population as of 
Juiy I of the previous year and add the product from paragraph 9 to the provider’s new 
multifaniily population as of July I of the previous year. The sunis are the provider’s new 
single family population and new multfaniily population. 

11, Add the results from paragraphs 5 and 10. The sum is the provider S service area 
population for the calendar year. 

TABLE 5-103.A 
EXISTING RESIDENTIAL AND NON-RESIDENTIAL GPCD COMPONENTS 

PZNAL ACTIVE MANAGEMENT AREA 

I 

A large municipal provider may apply to the director to have CAP water delivered by tlie 
provider to a non-residential customer excluded from the provider’s total water use when 
determining the provider’s compliance with its total GPCD requirement as established 
pursuant to subsection B of this section. The director shall grant a one time exclusion for 
a period not to exceed ten years if the director finds that all of the following apply: 

a. The provider will ultimately serve direct use effluent to the non-residential customer 
from a wastewater treatment plant tliat is either in existence or planned for 
construction; the provider will begin replacitig the deliveries of CAP water with 
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direct use effluent as soon as direct use efluent becomes availuble for delivery to the 
non-residential customer fiom the treatment facility; and the provider will completely 
replace the deliveries of CAP water with direct use effluent within a reasonable 
period of time, not to exceed ten years. 

The CAP water that the provider will deliver to the non-residential customer cannot 
be delivered through the provider S potable water distribution system to any of its 
customers located outside the boundaries of a water users association. as defined in 
A.R.S. 5 10-140, because of treatment facility or distribution system limitations, and 
the provider’s CAP water treatment facilities and potable water distribution system 
have a reasonable level of capacity. 

Granting the exclusion will result in the non-residential customer receiving effluent 
sooner than it would ifthe exclusion is not granted, and the efluent that the non- 
residential customer will receive as a result of the exclusion would not otherwise be 
put to a direct beneficial use by the provider. 

Neither the Non-Per Capita Conservation Program described in section 5-104 of this 
chapter nor the Alternative Conservation Program described in section 5-105 of this 
chapter are currently an appropriate conservation program for the provider. 

If the noli-residential customer is a turf-relatedficili&, a large-scale cooling facility, 
or a publicly owned right-ofway, the customer will be required to comply with 
conservation requirements during the duration of the exclusion identical to the 
conservation requirements which would appb to the customer under section 5-112 of 
this chapter ifthe customer was using groundwater. 

ythe CAP water that the provider will deliver to the non-residential customer is to be 
recovered by the providerpursuant to a recovery well pennit issued under Title 45, 
Chapter 3.1, Arizona Revised Statutes, the provider is unable to deliver CAP water to 
the customer except from a recovery well. 

2. Duration of Exclusion 

The duration of any exclusiori granted pursuant to paragraph 1 of this subsection shall be 
determined by the director at the time the exclusion is granted and shall not exceed ten 
years. Ajier the exclusion has become eflective, the director may at any time rescind the 
exclusion, or reduce the amount of the exclusion as determined pursuant IO paragraph 3 
of this subsection, ifthe director determines that one of the following applies: 

a. The large municipal provider is not delivering all available direct use effluent or 
effluent recovered within the area of impact to the noli-residential customer. 

The large municipalprovider will not entirely replace the deliveries of CAP water 
with direct use elfluent by the date determined by the director to be reasonable at the 
time the exclusion was granted. 

6. 

c. The large municipal provider’s CAP water treatment facilities or potable water 
distribution system no longer have a reasonable level of capacity. 
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3. Amount of Exclusion 

During the duration of any exclusion granted pursuant to paragraph I of this subsection, 
the amount of CAP water that shall be excluded from the large niurticipalprovider ’s total 
water usage it1 any calendar year shall be calculated as follows: 

a. Determine the amount of CAP water delivered by the provider to the non-residential 
customer during the calendar year and then subtract from that amount any amount of 
water used by the non-residential customer during the year in excess of the 
conservation requirements applicable to such use as set forth in section 5-1 12 of this 
chapter. 

b. The amount of CAP water that shall be excludedfiom the provider’s total water use 
during the calendar year shall be the volume fiom subparagraph a above, but not to 
exceed the lesser of the following: 

I )  The amount of direct use efluent that will be available for delivery by the 
provider to the non-residential customer during the last year of the exclusion, as 
determined by the director at the time the exclusion is granted. 

2) The amount of groundwater that would have been used by the Flon-resideatial 
customer during the year ifthe provider had not served CAP water to the 
customer, as determined by the director. 

4. Agreement by Nan-Residential Customer Not to Use Groundwater; Exception 

An exclusion granted pursuant to paragraph I of this subsection shall not become 
eflective until the non-residential customer agrees in writing that it will not use 
groundwater from a source other than the large municipal provider during the duratiori 
of the exclusion, except during any temporaryperiod in which the provider is unable to 
deliver a suflcient quantity of water to the customer because of distribution system failure 
or other emergency, and provided that the customer applies to the director in writing for 
permission to use the groundwater-within seven days after commencement of the 
provider’s distribution system failure or other emergency and the director approves the 
application in writing. 

Deliveries of Groundwater by Large Municipal Provider to Non-Residential Customer 
Included in GPCD Requirement; Exception 

5. 

During the duration of any exclusion grantedpursuaiit to paragraph I of this subsection, 
any groundwater delivered by the large municipal provider to the mon-residenrial 
customer shall be included in determining the provider’s compliance with its GPCD 
requirement, except for groundwater delivered by the provider to the non-residential 
customer during any temporary period, not to exceed 30 days, in which the provider is 
unable to deliver a sufl ient quantity of CAP water or direct use efluent to the customer 
because of distribution system failure or other emergency, and provided that the provider 
applies to the director in writing for an exclusion of such groundwater from its GPCD 
requirement within seven days afrer commencement of the distribution system failure or 
other emergeitcy and the director approves the application in writing for a speciJied 
period of time. 
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WATER USE DATA SHEET 

NAME OF COMPANY IArizona Water Company - Stanfield System 
ADEQ Public Water System Number: I 1 1 -01 2 

Is the Water Utility Located in an ADWR Active Management Area (MA)?  

x YES NO 

Does the company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement? 

x YES NO 

If yes, provide the GPCPD amount: Please see the attached calculation of GPCPD from the 3rd 
Management Plan for Pinal Active Management Area 2000-2010. 
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B. 

C. 

D. 

E. 

F. 

5-1 03. 

A. 

for and been accepted for regulation under the Non-Per Capita Conservation Program 
described in section 5-IO4 or the Alternative Conservation Program described in section 5- 
105, or is designated as an institutional provider under section 5-1 08. 

I f a  large municipal provider is accepted into the Non-Per Capita Conservation Program, the 
Alternative Conservation Program, or is designated as an institutional provider, the provider 
shall continue to comply with its total GPCD requirement until thefirst compliance date 
assigned by the director for the provider under the Alternative Conservation Program, the 
Non-Per Capita Conservation Program, or as an Institutional provider. 

A large municipal provider that was regulated under the Non-Per Capita Conservation 
Program, the Alternative Conservation Program or the Institutional Provider Program under 
the Second Management Plan and that applies to be regulated under the same program in the 
Third Management Plan 180 days following adoption of the plan shall continue to be 
regulated under the Non-Per Capita Conservation Program, the Alternative Conservation 
Program or the institutional Provider Program under the Second Management Plan, 
whichever applies, until January I ,  2002 or until the director approves or denies the 
provider S application under the Third Management Plan, whichever is later. 

A large municipal provider may apply for the Non-Per Capita Conservation Program as 
described in section 5-104. If the director approves the application, the provider shall comply 
with the requirements of the Non-Per Capita Conservation Program beginning on a date 
determined by the director but not later than Januaiy I of the year following the year in 
which the application is approved. 

A large municipal provider may apply for the Alternative Conservation Program as described 
in section 5-105. Ifthe director approves the application, the provider shall comply with the 
requirements of the Alternative Conservation Program beginning on a date determined by the 
director but not later than January 1 of the year following the year in which the application is 
approved. 

A large municipal provider may apply for designation as an institutional provider pursuant to 
section 5-106 . Ifthe director approves the application, the provider shall comply with the 
institutional provider requirements assigned by the director beginning on a date determined 
by the director but not later than Junuaiy I of the year following the year in which the 
application is approved. 

A large untreated water provider shall comply with the requirements of section 5-107. 

All municipal providers shall comply with individual user requirements, distribution system 
requirements, and applicable monitoring and reporting requirements as prescribed in 
sections 5- I12. 5-1 13 and 5- I I 4 .  

Large Municipal Provider Total Gallons Per Capita Per Day Program 

Total GPCD Requirement 

I .  Beginning with the calendar year determined under paragraph 2 of this subsection, and 
for each calendar year thereafter until the first compliance date for any substitute 
municipal conservation requirement in the Fourth Management Plan, a large municipal 
provider regulated under the Total GPCD Program shall not withdraw, divert or receive 
water front any source, except direct use efluent or efluent recovered within the area of 
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impact and excluded CAP water, for non-irrigation use during a year in a total amount 
that exceeh its total GPCD requirement for the year as calculated in subsection B of this 
section, except as provided in the Jexibility account provisions in section 5- IO6. 

2. A large municipal provider regulated under the Total GPCD Program shall begit1 
complying with its total GPCD requirements, as calculated under subsection B of this 
section, beginning with the calendar year 2000, except that if the providers total GPCD 
requirement for the year 2000, as calculated under subsection B of this section, is lower 
than the provider 'sfvial total GPCD requirement under the Second Management Plun, 
the provider shall begin complying with its total GPCD requirements, as calculated under 
subsection B of this section, beginning with calendar year 2002. 

B. Calculation of the Annual Total GPCD Requirement 

A large municipal provider 's Total GPCD requirement for  a year shall be calculated as 
follows: 

I .  For calendar years 2000 through 2004, niultiply the provider's existing residential 
population for the year, as calculated pursuant to subsection D of this section, by thefirst 
intermediate GPCD component for existing residential population as assigned to the 
provider in Table 5- 103.A. 

For calendar years 2005 through 2009, multiply the provider s existing residential 
population for the year, as calculatedpursuant to subsection D of this section, by the 
second intermediate GPCD component for existing residential population as assigned to 
the provider in Table 5-103.A. 

For the calendar year 201 0, and for each calendar year thereafter until thefirst 
compliance date for any substitute total GPCD requirement in the Fourth Management 
Plan, multiply the provider 's existing residential population for the year, as calculated 
pursuant to subsection D of this section, by the final GPCD component for existing 
residential population as assigned to the provider in Table 5-1 03.A. 

2. Multiply the provider 's new single family population for the year, as calculated pursuant 
to subsection D of this section, by 57 GPCD. 

3. Multiply the number of new single family housing units within the providerls service area 
as of July I of the calendar year in quesrion by 149 GPHUD. 

4. Multiply the provider's new multifamily population for  the year, as calculated pursuant to 
subsection D of this section, by 57 GPCD. 

5. Multiply the number of new multifamily housing units within the provider's service area 
as of July I of the calendar year in question by 77 GPHUD. 

6. Multiply the provider S total service area population for the year, as calculated pursuant 
to subsection D of this section, by the GPCD component for non-residential use as 
assigned to the provider in Table 5-103.A. 

7. Divide the provider's allowable lost and unaccounted for water by the number of duys in 
the calendar year. The provider 3 allowable lost and unaccounted for water is the lesser 
of the following: 
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a. the provider's actual lost and unaccounted for water for the year, in gallons. 

b. an amount calculated by multiplying the total gallons of water from any source, 
except direct use efluent, withdrawn, diverted or received by the provider during the 
year by IO percent. 

8. Add the results from paragraphs 1 through 7 of this subsection, and then divide the sum 
by the provider 's annual service area population as of July I of that year. The quotient is 
the provider's total GPCD requirement for the calendar year. 

C. Compliance with Total GPCD Requirement 

The director shall determine i fa large municipal provider is in compliance with its total 
GPCD requirement for a calendar year pursuant to the flexibility account provisions in 
section 5-106, using the provider's service area population as calculated in subsection D of 
this section. 

D. Calculation of Large Municipal Provider's Service Area Population 

The director shall calculate a large municipal provider S service area population for a 
calendar year as follows, unless the director has approved an alternative methodology for 
calculating the provider's service area population prior to the calendar year in question: 

1. Determine the number of existing single family housing units and existing multifamily 
housing units served by the provider's distribution system as ofJuly I.  2000, less any 
existing single family housing units and any existing multifamily housing units removed 
from the provider 's distribution system between July I ,  2000 and June 30 of the calendar 
year in question. 

2. Adjust these totals by the respective average annual vacancy rate for single family 
housing units and niultifmily housing units us calculated from the most recent census or 
other approved source of information. 

3. Multiply the adjusted number of existing single family housing units calculated in 
paragraph 2 of this subsection by the average number ofpersons per occupied single 
family housing unit as calculated in accordance with the most recent census or other 
approved source of information. 

4. Multiply the adjusted number of existing multifamily housing units calculated in 
paragraph 2 of this subsection by the average number ofpersons per occupied 
multifamily housing unit as calculated in accordance with the most recent census or other 
approved source of infomiation. 

5. Add the products from paragraphs 3 and 4 of this subsection. The sum is the provider 3 
existing residential population. 

6. Determine the number of new single family housing units and new multifamily housing 
units added to the provider S distribution system between July I of the previous calendar 
year and July I of the calendar year in question, less any new single family and new 
multifamily housing units removed from the system during that period. 
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7. Adjust these totals by the respective average annual vacancy rate for single family 
housing units and multifamily housing units as calculated from the most recent census or 
other approved source of information. 

A WC - Casu Grande 

A WC - Coolidge 

Town of Florence 

City of Eloy 

8. Multiply the adjusted number of new single family housing units calculated in paragraph 
7 of this subsection by the average number ofpersons per occupied single family housing 
unit as calculated in accordance with the most recent census or other approved source of 
it formation. 

127 125 123 99 

105 103 101 29 

121 119 117 80 

107 105 103 65 

9. Multiplj the adjusted number of new multifamily housing units calculated in paragraph 7 
of this subsection by the average number ofpersons per occupied multifamily housing 
unit as calculated in accordance with the most recent census or other approved source of 
in forniation. 

10. Add the product from paragraph 8 to the provider's new single familypopulation as of 
July I of the previous year and add the product from paragraph 9 to the provider 3 new 
multijamily population as of July I of the previous year. The sums are the provider S new 
single family population and new multifaniily population. 

I I .  Add the results from paragraphs 5 and IO. The sum is ihe provider S service area 
population for the calendar year. 

TABLE 5-103.A 
EXISTING RESIDENTIAL AND NON-RESIDENTIAL GPCD COMPONENTS 

PINAL ACTIVE MANAGEMENT AREA 

E. Exclusion of Deliveries of Central Arizona Project Water from Total GPCD Requirement 

1. Exclusion 

A large municipalprovider may apply to the director to have CAP water delivered by the 
provider to a non-residential customer excluded from the provider's total water use when 
determining the provider S compliance with its total GPCD requirement as established 
pursuant to subsection B of this section. The director shall grant a one time exclusion for 
a period not to exceed ten years if the director finds that all of the following apply: 

a. The provider will ultimately serve direct use efluent to the non-residential customer 
from a wastewater treatment plant that is either in existence or planned for 
construction; the provider will begin replacing the deliveries of CAP water with 
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b. 

C. 

d. 

e. 

f: 

direct use efyluent as soon as direct use efluent becomes availuble for delivery to the 
non-residential customerfiom the treatment facility; and the provider will completely 
replace the deliveries of CAP water with direct use effluent within a reasonable 
period of time, not to exceed ten years. 

The CAP water that the provider will deliver to the non-residential customer cannot 
be delivered through the provider Spotable water distribution system to any of its 
customers located outside the boundaries of a water users association, as deJined in 
A.R.S. § 10-I40, because of treatment facility or distribution system limitations, and 
the provider’s CAP water treatment facilities and potable water distribution system 
have a reasonable level of capacity. 

Granting the exclusion will result in the non-residential customer receiving efluent 
sooner than it would ifthe exclusion is not granted, and the efluent that the non- 
residential customer will receive as a result of the exclusion would not otherwise be 
put to a direct beneficial use by the provider. 

Neither the Non-Per Capita Conservation Program described in section 5-104 of this 
chapter nor the Alternative Conservation Program described in section 5-105 of this 
chapter are currently an appropriate conservation program for the provider. 

Vthe non-residential customer is a tu$-related faciliy, a large-scale cooling facility, 
or a publicly owned right-of-way, the customer will be required to comply with 
conservation requirements during the duration of the exclusion identical to the 
conservation requirements which would apply to the customer under section 5-1 12 of 
this chapter if the customer was using groundwater. 

y the CAP water that the provider will deliver to the non-residential customer is to be 
recovered by the provider pursuant to a recovery well permit issued under Title 45, 
Chapter 3. I ,  Arizona Revised Statutes, the provider is unable to deliver CAP water to 
the customer except from a recovely well. 

2. Duration of Exclusion 

The duration ofany exclusion grantedpursuant to paragraph I of this subsection shall be 
determined by the director at the time the exclusion is granted and shall not exceed ten 
years. After the exclusion has become eflective, the director may at any time rescind the 
exclusion, or reduce the amount of the exclusion as determined pursuant to paragraph 3 
of this subsection, ifthe director determines that one of the following applies: 

a. The large municipal provider is not delivering all available direct use effluent or 
efluent recovered within the area of impact to the non-residential customer. 

b. The large municipalprovider will not entirely replace the deliveries of CAP water 
with direct use efluent by the date determined by the director to be reasonable at the 
time the exclusion was granted. 

c. The large municipal provider S CAP water treatment facilities or porable water 
distribution system no longer have a reasonable level of capacity. 
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3. Amount of Exclusion 

During the duration of any exclusion grantedpursuant to paragraph I of this subsection, 
the amount of CAP water that shall be excluded from the large municipal provider's total 
water usage in any calendar year shall be calculated as follows: 

a. Determine the amount of CAP water delivered by the provider to the non-residential 
customer during the calendar year and then subtract from that amount any amount of 
water used by the non-residential customer during the year in excess of the 
conservation requirements applicable to such use as set forth in section 5-1 12 of this 
chapter. 

6. The amount of CAP water that shall be excludedfiom the provider's total water use 
during the calendar year shall be the volumefi.om subparagraph a above, but not to 
exceed the lesser of the following: 

I )  The amount of direct use e u e n t  that will be available for delivery by the 
provider to the non-residential customer during the last year of the exclusion, as 
determined by the director at the time the exclusion is granted. 

2) The amount of groundwater that would have been used by the non-residential 
customer during the year ifthe provider had not served CAP water to the 
customer, as determined by the director. 

4. Agreement by Non-Residential Customer Not to Use Groundwater; Exception 

An exclusion grantedpursuant to paragraph I of this subsection shall not become 
eflective until the non-residential customer agrees in writing that it will not use 
groundwater from a source other than the large municipal provider during the duratioti 
of the exclusion, except during any temporary period in which the provider is unable to 
deliver a suficient quantity of water to the customer because of distribution system failure 
or other emergency, and provided that the customer applies to the director in writing for 
permission to use the groundwater within seven days ajier commencement of the 
provider's distribution system failure or other emergency and the director approves the 
application in writing. 

Deliveries of Groundwater by Large Munic@al Provider to Non-Residential Customer 
Included in GPCD Requirement; Exception 

5. 

During the duration of any exclusion grantedpursuant to paragraph 1 of this subsection, 
any groundwater delivered by the large municipal provider to the non-residential 
customer shall be included in determining the provider 's compliance with its GPCD 
requirement, except for groundwater delivered by the provider to the non-residential 
customer during any temporaryperiod, not to exceed 30 days, in which the provider is 
unable to deliver a suflcient quantity of CAP water or direct use efluent to the customer 
because of distribution system failure or other emergency, and provided that the provider 
applies to the director in writing for an exclusion of such groundwater from its GPCD 
requirement within seven days afier commencement of the distribution system failure or 
other emergency and the director approves the application in writing for a specified 
period of time. 
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ADEQ Public Water System Number: 107-1 28 
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Is the Water Utility Located in an ADWR Active Management Area (AMA)? I 
I X YES NO 

I Does the company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement? 

I 
X YES NO 

If yes, provide the GPCPD amount: Please see the attached calculation of GPCPD from the 3rd 
Management Plan for Phoenix Active Management Area 2000-2070. 

I 
I 



F. All municipal providers shall comply with individual user requirements, distribution system 
requirements, and applicable monitoring and reporting requirements as prescribed in 
sections 5- I 12, 5- I 13, and 5- I 14. 

5-1 03. Large Municipal Provider Total Gallons Per Capita Per Day Program 

A. Total GPCD Requirement 

I .  Beginning with the calendar year determined under paragraph 2 of this subsection, and 
for  each calendar year thereafter until the first compliance date for any substitute 
municipal conservation requirement in the Fourth Management Plan, a large municipal 
provider regulated under the total GPCD program shall not withdraw, divert or receive 
water fiom any source, except spillwater, direct use efluent, efluent recovered within the 
area of impact, and excluded CAP water, for non-irrigation use during a year in a total 
amount that exceeds its total GPCD requirement for the year as calculated in subsection 
B of this section, except as provided in the flexibility account provisions in section 5-106. I 

2. A large municipal provider regulated under the Total GPCD Program shall begin 
complying with its total GPCD requirements as calculated under subsection B of this 
section beginning with calendar year 2000. except that i f  the provider ’s total GPCD 
requirement for the year 2000 as calculated under subsection B of this section is lower 
than the provider ’s final total GPCD requirement under the Second Management Plan, 
the provider shall begin complying with its total GPCD requirements as calculated under 
subsection B of this section beginning with calendar year 2002. 

B. Calculation of the Annual Total GPCD Requirement 

A large municipal provider’s total GPCD requirement for a year shall be calculated as 
follows: 

I .  For calendar years 2000 through 2004, multiply the provider’s existing residential 
population for the year, as calculatedpursuant to subsection D of this section, by the first 
intermediate GPCD component for existing residential population as assigned to the 
provider in Table 5-103.A. 

For calendar years 2005 through 2009, multiply the provider’s existing residential 
population for the year, as calculatedpursuant to subsection D of this section, by the 
second intermediate GPCD component for existing residential population as assigned to 
the provider in Table 5- 103.A. 

For the calendar year 2010, and for each calendar year thereajler until thefirst 
compliance date for any substitute total GPCD requirement in the Fourth Management 
Plan, niultiply the provider’s existing residential population for  the year, as calculated 
pursuant to subsection D of this section, by the final GPCD component for existing 
residential population as assigned to the provider in Table 5-103.A. 

2. Multiply the provider’s new single family population for the year, as calculated pursuant 
to subsection D of this section, by 57 GPCD. 

3. Multiply the number of new single family housing units within the provider’s service area 
as of July I of the calendar year in question by I78 GPHUD. 
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4. Multiply the provider ’s new multifamily population for the year, as calculated pursuant to 
subsection D of this section, by 57 GPCD. 

5. Multiply the number of new multifamily housing units within the provider’s service area 
as of July I of the calendar year in question by 77 GPHUD. 

6. Multiply the provider ’s total service area population for the year, as calculated pursuant 
to subsection D of this section, by the GPCD component for non-residential use as 
assigned to the provider in Table 5-103.A. 

7. Divide the provider’s allowable lost and unaccounted for water by the number of days in 
the calendar year. The provider’s allowable lost and unaccounted for water is the lesser 
of the following: 

a. the provider’s actual lost and unaccounted for water for the year, in gallons. 

b. an amount calculated by multiplying the total gallons of water from any source, 
except direct use efluent, withdrawn, diverted or received by the provider during the 
year by IOpercent. 

8. Add the results from paragraphs 1 through 7 of this subsection, and then divide the sum 
by the provider’s annual service area population as of July I of that year. The quotient is 
the provider’s total GPCD requirement for the calendar year. 

C. Compliance with Total GPCD Requirement 

The director shall determine i fa  large municipal provider is in compliance with its total 
GPCD requirement for a calendar year pursuant to the flexibility account provisions in 
section 5-1 06, using the provider’s service area population as calculated in subsection D of 
this section. 

D. Calculation of Large Municipal Provider’s Service Area Population 

The director shall calculate a large municipal provider’s service area population for a 
calendar year as follows, unless the director has approved an alternative methodology for 
calculating the provider’s service area population prior to the calendar year in question: 

I .  Determine the number of existing single family housing units and existing multifamily 
housing units served by the provider’s distribution system as of July I ,  2000, less any 
existing single family housing units and any existing multifamily housing units removed 
from the provider ’s distribution system between July I ,  2000 and June 30 of the calendar 
year in question. 

2. Adjust these totals by the respective average annual vacancy rate for single family 
housing units and multifamily housing units as calculatedfrom the most recent census or 
other approved source of information. 

3. Multiply the adjusted number of existing single family housing units calculated in 
paragraph 2 of this paragraph by the average number ofpersons per occupied single 
family housing unit as calculated in accordance with the most recent census or other 
approved source of infomiation. 
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TABLE 5-103.A 
GPCD COMPONENT REQUIREMENTS 

PHOENlXACTIVE MANAGEMENT AREA 
FOR EXISTING RESIDENTIAL AND NON-RESIDENTIAL 

Carefree Water Company 

Cave Creek Water Company 

Adanian Mutual Water Company IO8 I07 IO5 30 

AJ Water Facilities District IO0 IO0 IO0 62 

City of Avondale 118 I09 100 36 

A WC - Apache Junction IO0 IO0 IO0 34 

A WC - Superior IO0 IO0 IO0 I8 

A WC - White Tanb I36 I23 1 I1 I8 

Berneil Water Company 421 407 392 I8 

205 198 191 341 

111 I09 107 45 

_________~ ~ 

Town of Buckeye IO0 IO0 100 47 

City of Chandler 

Chaparral City Water Company 

127 I23 I19 66 

I40 136 I33 I19 
~~ 

Citizens Utilities - Agua Fria 

Citizens Utilities - Sun City 

Citizens Utilities - Sun City West 

~ 

IO5 I03 IO0 19 

I92 I84 I76 50 

I60 157 I55 26 
~~ 

Desert Hills Water Company 

City of El Mirage 

Town of Gilbert 

City of Glendale 

I02 101 IO0 18 

I13 I07 100 39 

I38 I35 I31 53 

I24 121 I I8 52 

City of Goodyear 

H20 Water Company 

Litchfield Park Service Company 

Luke Air Force Base 

City of Mesa 

Paradise Valley Water Company 
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I36 I I8 IO0 117 

IO0 IO0 100 I8 

I78 I72 I65 I24 

IO0 IO0 IO0 184 

I30 I16 I03 51 

436 421 406 240 
~ ~~~~ 

City of Peoria I30 I16 I02 45 



TABLE 5-103.A 
GPCD COMPONENT REQUIREMENTS 

P H O E N .  ACTIVE MANAGEMENT AREA 
FOR EXISTING RESIDENTIAL AND NON-RESIDENTIAL 

City of Tempe 128 

City of Tolleson I23 

Valley Utilities I16 

Williams Air Park IOI 

I24 I21 I13 

I20 I17 35 

I08 100 I8 

IO1 100 308 

7. 

8. 

9. 

Multiply the adjusted number of existing multifamily housing units calculated in 
paragraph 2 of this subsection by the average number ofpersons per occupied multi- 
family housing unit as calculated in accordance with the most recent census or other 
approved source of illformation. 

Add the products from paragraphs 3 and 4 of this subsection. The sum is the provider's 
existing residential population. 

Determine the number of new single family housing units and new multifamily housing 
units added to the provider's distribution system between July I of the previous calendar 
year and July I of the calendar year in question, less any new single family and new 
multifamily housing units removedfrom the system during that period. 

Adjust these totals by the respective average annual vacancy rate for single family 
housing units and multifamily housing units as calculated from the most recent census or 
other approved source of information. 

Multiply the adjusted number of new single family housing units calculated in paragraph 
7 of this subsection by the average number ofpersons per occupied single family housing 
unit as calculated in accordance with the most recent census or other approved source of 
information. 

Multipb the adjusted number of new multifamily housing units calculated in paragraph 7 
of this subsection by the average number ofpersons per occupied multifumily housing 
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unit as calculated in accordance with the most recent census or other approved source of 
in formation. 

IO.  Add the product from paragraph 8 of this subsection to the provider's new single family 
population as of July I of the previous year and add the product from paragraph 9 of this 
subsection to the provider's new multifamily population as of Jury 1 of the previous year. 
The sums are the provider3 new single family population and new multifamily 
population. 

I I .  Add the results from paragraphs 5 and 10 of this subsection. The sum is the provider 5 
service area population for the calendar year. 

E. Exclusion of Deliveries of Central Arizona Project Water from Total GPCD Requirement 

I .  Exclusion 

A large municipal provider may apply to the director to have CAP water delivered by the 
provider to a non-residential customer excludedfrom the provider S total water use when 
determining the provider S compliance with its total GPCD requirement as established 
pursuant to subsection B of this section. The director shall grant a one time exclusion for 
a period not to exceed ten years if the director finds that all of the following apply: 

a. The provider will ultimately serve direct use effluent to the non-residential customer I 
from a wastewater treatment plant that is either in existence or planned for 
construction; the provider will begin replacing the deliveries of CAP water with 
direct use efluent as soon as direct use effluent becomes available for delivery to the 
non-residential customer from the treatment facility; and the provider will completely 
replace the deliveries of CAP water with direct use effluent within a reasonable 
period of time, not to exceed ten years. 

6. The CAP water that the provider will deliver to the non-residential customer cannot 
be delivered through the provider 'spotable water distribution system to any of its 
customers located outside the boundaries of a water users association, as de$ned in 
A.R.S. $10-140, because of treatment facility or distribution system limitations, and 
the provider's CAP water treatment facilities and potable water distribution system 
have a reasonable level of capacity. 

c. Granting the exclusion will result in the non-residential customer receiving effluent 
sooner than it would ifthe exclusion is not granted, and the effluent that the non- 
residential customer will receive as a result of the exclusion would not otherwise be 
put to a direct benejcial use by the provider. 

d. Neither the Non-Per Capita Conservation Program described in section 5-1 04 of this 
chapter nor the Alternative Conservation Program described in section 5-105 of this 
chapter are currently an appropriate conservation program for the provider. 

e. If the non-residential customer is a turfrelated facility, a large-scale cooling facility, 
or a publicly owned right-ofiway, the customer will be required to comply with 
conservation requirements during the duration of the exclusion identical to the 
conservation requirements that would apply to the customer under section 5-112 of 
this chapter ifthe customer was using groundwater. 
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f: Ifthe CAP water that the provider will deliver to the non-residential customer is to be 
recovered by the provider pursuant to a recovery well permit issued under Title 45, 
Chapter 3.1, Arizona Revised Statutes, the provider is unable to deliver CAP water to 
the customer except from a recovery well. 

2. Duration of Exclusion 

The duration of any exclusion grantedpursuant to paragraph 1 of this subsection shall be 
determined by the director at the time the exclusion is granted and shall not exceed ten 
years. After the exclusion has become effective, the director may at any time rescind the 
exclusion, or reduce the amount of the exclusion as determined pursuant to paragraph 3 
of this subsection, ifthe director determines that one of the following applies: 

a. The large municipalprovider is not delivering all available efluent to the non- 
residential customer. 

The large municipalprovider will not entirely replace the deliveries of CAP water 
with effluent by the date detemiined by the director to be reasonable at the time the 
exclusion was granted. 

The large municipal provider’s CAP water treatment facilities or potable water 
distribution system no longer have a reasonable level of capacity. 

b. 

c. 

3. Amount of Exclusion 

During the duration of any exclusion grantedpursuant to paragraph I of this subsection, 
the amount of CAP water that shall be excluded from the large municipal provider ’s total 
water usage in any calendar year shall be calculated as follows: 

a. Detennine the amount of CAP water delivered by the provider to the non-residential 
customer during the calendar year and then subtract from that amount any amount of 
water used by the non-residential customer during the year in excess of the 
conservation requirements applicable to such use as set forth in section 5-112 of this 
chapter. 

b. The amount of CAP water that shall be excluded from the provider’s total water use 
during the calendar year shall be the volumefiom subparagraph a above, but not to 
exceed the lesser of the following: 

1) The amount of efluent that will be available for direct delivery by the provider to 
the non-residential customer during the last year of the exclusion, as determined 
by the director at the time the exclusion is granted. 

2) The amount of groundwater that would have been used by the non-residential 
customer during the year ifthe provider had not served CAP water to the 
customer, as determined by the director. 

4. Agreement by Non-Residential Customer Not to Use Groundwater; Exception 

An exclusion granted pursuant to paragraph 1 of this subsection shall not become 
eflective until the non-residential customer agrees in writing that it will not use 
groundwater from a source other than the large municipal provider during the duration 
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of the exclusion, except during any temporary period in which the provider is unable to 
deliver a suficient quantity of water to the customer because of distribution system failure 
or other emergency, andprovided that the customer applies to the director in writing for  
permission to use the groundwater within seven days after commencement of the 
provider’s distribution system failure or other emergency and the director approves the 
application in writing. 

5. Deliveries of Groundwater by Large Municipal Provider to Non-Residential Customer 
Included in GPCD Requirement; Exception 

During the duration of any exclusion granted pursuant to paragraph I of this subsection, 
any groundwater delivered by the large municipal provider to the non-residential 
customer shall be included in determining the provider’s compliance with its GPCD 
requirement, except for groundwater delivered by the provider to the non-residential 
customer during any temporary period, not to exceed 30 days, in which the provider is 
unable to deliver a suflcient quantity of CAP water or effluent to the customer because of 
distribution system failure or other emergency, and provided that the provider applies to 
the director in writing for an exclusion of such groundwater from its GPCD requirement 
within seven days afler commencement of the distribution system failure or other 
emergency and the director approves the application in writing for a specified period of 
time. 

5-1 04. Non-Per Capita Conservation Program 

A. Eligibility for  the Non-Per Capita Conservation Program 

A large municipalprovider may apply for the Non-Per Capita Conservation Program ifany 
of the following applies: 

I .  The provider is a member of a groundwater replenishment district established under Title 
48, Chapter 27, Arizona Revised Statutes. 

2. The service area of the provider has qualified as a member service area under Title 48. 
Chapter 22, Arizona Revised Statutes, or as a water district member under Title 48, 
Chapter 28. Arizona Revised Statutes, and the conditions established under A.R.S. 
$45-576.OI(B)(2) and (3) are met by the conservation district or the water district, as 
applicable, for the AMA in which the service area is located. 

The provider has developed a plan to both: 3. 

a) Reduce the proportion of mined groundwater supplied by it for use within its service 
area such that the result computed by dividing the volume of mined groundwater 
supplied by the provider for use within its service area in a year by the volume of all 
water supplied by the provider for use within its service area in that year does not 
exceed: 

I )  Two-thirds for 2000. 
2) Three-fifths for 2001. 
3) Eight-fjieenths for 2002. 
4) Seven-ffteenths for 2003. 
5) Two-fifths for 2004. 
6) One-third for 2005. 
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WATERUSEDATASHEET 

Is the Water Utility Located in an ADWR Active Management Area (AMA)? 
I 
I YES x NO 

1 Does the company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement? 

YES x NO 

1 
If yes, provide the GPCPD amount: R 
I 
I 





I 
I 
I 

9. SEPTEMBER 
I O .  OCTOBER 
11. NOVEMBER 
12. DECEMBER 
TOTAL 

I 
1 

3062 47604 51557.1 
3060 40543.3 46792.2 
3057 40450.5 321 92.7 
3049 26844.6 35482.9 
NIA 471 509 536523.9 

WATER USE DATA SHEET 

Is the Water Utility Located in an ADWR Active Management Area (AMA)? 

X YES NO 

Does the company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement? 

X YES NO 

If yes, provide the GPCPD amount: Please see the attached calculation of GPCPD from the 3rd 
Management Plan for Pinal Active Management Area 2000-2010. 
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B. 

C. 

D. 

E. 

F. 

5-1 03. 

A. 

for and been accepted for regulation under the Non-Per Capita Conservation Program 
described in section 5-104 or the Alternative Conservation Program described in section 5- 
105, or is designated as an institutional provider under section 5-1 08. 

rfa large municipal provider is accepted into the Non-Per Capita Conservation Program, the 
Alternative Conservation Program, 01 is designated as an institutional provider, the provider 
shall continue to comply with its total GPCD requirenrertt until the first compliance date 
assigned by the director for the provider under the Alternative Conservation Program, the 
Non-Per Capita Conservation Program, or as an Institutional provider. 

A large municipal provider that was regulated under the Non-Per Capita Conservation 
Program, the Alternative Conservation Program or the Institutional Provider Program under 
the Second Management Plan and that applies to be regulated under the same program in the 
Third Management Plan 180 days following adoption of the plan shall continue to be 
regulated under the Non-Per Capita Conservation Program, the Alternative Conservation 
Program or the Institutional Provider Program under the Second Management Plan, 
whichever applies, until January I ,  2002 or until the director approves or denies the 
provider’s application under the n i r d  Management Plan, whichever is later. 

A large municipal provider may apply for the Non-Per Capita Conservation Program as 
described in section 5-104. If the director approves the application. the provider shall comply 
with the requirements of the Non-Per Capita Conservation Program beginning on a date 
determined by the director but not later than January I of the year following the year in 
which the application is approved. 

A large municipal provider may apply for the Alternative Conservation Program as described 
in section 5-105. rfthe director approves the application, the provider shall comply with the 
requirements of the Alternative Conservation Program beginning on a date determined by the 
director but not later than Januaiy I of the year following the year in which the application is 
approved. 

A large municipal provider may apply for designation as an institutional provider pursuant to 
section 5-108 . rfthe director approves the application, the provider shall comply with the 
institutional provider requirements assigned by the director beginning on a date determined 
by the director but not later than January I of the year following the year in which the 
application is approved. 

A large untreated water provider shall comply with the requirements of section 5-107. 

All municipal providers shall comply with individual user requirements, distribution system 
requirements, and applicable monitoring and reporting requirements as prescribed in 
sections 5-112, 5-113 and 5-114. 

Large Municipal Provider Total Gallons Per Capita Per Day Program 

Total GPCD Requirement 

1. Beginning with the calendar year determined under paragraph 2 of this subsection, and 
for each calendar year thereafter until the first compliance date for any substitute 
municipal conservation requirement in the Fourth Management Plan, a large municipal 
provider regulated under the Total GPCD Program shall not withdraw, divert or receive 
water from any source, except direct use efluent or efluent recovered within the area of 
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impact and excluded CAP water, for non-irrigation use during a year in a total amount 
that exceeds its total GPCD requirement for the year as calculated in subsection 3 of this 
section, except as provided in the flexibility account provisions in section 5-1 06. 

2. A large municipal provider regulated under the Total GPCD Program shall begin 
complying with its total GPCD requirements, as calculated under subsection B of this 
section, beginning with the calendar year 2000, except that ifthe providers total GPCD 
requirement for the year 2000, as calculated under subsection B of this section, is lower 
than the provider S final total GPCD requirement under the Second Management Plan, 
the provider shall begin complying with its total GPCD requirements, as calculated under 
subsection B of this section, beginning with calendar year 2002. 

B. Calculation of the Annual Total GPCD Requirement 

A large municipal provider’s Total GPCD requirement for a year shall be calculated as 
follows: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

For calendar years 2000 through 2004, multiply the provider’s existing residential 
population for the year, as calculated pursuant to subsection D of this section, by the first 
intermediate GPCD component for existing residential population as assigned to the 
provider in Table 5-103.A. 

For calendar years 2005 through 2009, multiply the provider’s existing residential 
population for the year, as calculatedpursuant to subsection D of this section, by the 
second intermediate GPCD component for existing residential population as assigned to 
the provider in Table 5-103.A. 

For the calendar year 2010, and for each calendar year thereajer until thefirst 
compliance date for any substitute total GPCD requirement in the Fourth Management 
Plan, multiply the provider’s existing residential population for the year, as calculated 
pursuant to subsection D of this section, by the final GPCD component for existing 
residential population as assigned to the provider in Table 5-103.A. 

Multiply the provider’s new single family population for the year, as calculated pursuant 
to subsection D of this section, by 57 GPCD. 

Multiply the number of new single family housing units within the provider’s service area 
as of July I of the calendar year in question by 149 GPHUD. 

Multiply the provider S new multifamily population for the year, as calculated pursuant to 
subsection D of this section, by 57 GPCD. 

Multiply the number of new multifamily housing units within the provider’s service area 
as of July I of the calendar year in question by 77 GPHUD. 

Multiply the provider S total service area population for the year, as calculated pursuant 
to subsection D of this section, by the GPCD component for non-residential use as 
assigned to the provider in Table 5-103.A. 

Divide the provider’s allowable lost and unaccounted for water by the number of days in 
the calendar year. The provider’s allowable lost and unaccounted for water is the lesser 
of the following: 
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a. the provider’s actual lost and unaccounted for water for the year, in gallons. 

b. an amount calculated by multiplying the total gallons of waterfrom any source, 
except direct use efluent, withdrawn, diverted or received by the provider during the 
year by 10 percent. 

8. Add the results from paragraphs I through 7 of this subsection, and then divide the sum 
by theprovider’s annual service area population as of July 1 of that year. The quotient is 
the provider’s total GPCD requirement for the calendar year. 

C. Compliance with Total GPCD Requirement 

The director shall determine i fa  large municipal provider is in compliance with its total 
GPCD requirement for a calendar year pursuant to the flexibility account provisions in 
section 5-106, using the provider’s service area population as calculated in subsection D of 
this section. 

D. Calculation of Large Municipal Provider’s Service Area Population 

The director shall calculate a large municipal provider 3 sewice area population for a 
calendar year as follows, unless the director has approved an alternative methodology for  
calculating the provider ’s service area population prior to the calendar year in question: 

I .  Determine the number of existing single family housing units and existing multifamily 
housing units served by the provider’s distribution system as of July I.  2000, less any 
existing single family housing units and any existing multifamily housing units removed 
from the provider’s distribution system between July I ,  2000 and June 30 of the calendar 
year in question. 

2. Adjust these totals by the respective average annual vacancy rate for single family 
housing units and multifamily housing units as calculated from the most recent census or 
other approved source of information. 

3. Multiply the adjusted number of existing single family housing units calculated in 
paragraph 2 of this subsection by the average number ofpersons per occupied single 
family housing unit as calculated in accordance with the most recent census or other 
approved source of information. 

4. Multiply the adjusted number of existing multifamily housing units calculated in 
paragraph 2 of this subsection by the average number ofpersons per occupied 
multifamily housing unit as calculated in accordance with the most recent census or other 
approved source of infomiation. 

5. Add the products from paragraphs 3 and 4 of this subsection. The sum is the provider‘s 
existing residential population. 

6. Determine the number of new single family housing units and new multifamily housing 
units added to the provider’s distribution system between July I of the previous calendar 
year and July 1 of the calendar year in question, less any new single family and new 
multifamily housing units removed from the system during that period. 
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7. Adjust these totals by the respective average annual vacancy rate for single family 
housing units and multgamily housing units as calculated from the most recent census or 
other approved source of information. 

8. Multiply the adjusted number of new single family housing units calculated in paragraph 
7 of this subsection by the average number ofpersons per occupied single family housing 
unit as calculated in accordance with the most recent census or other approved source of 
ijformation. 

9. Multiply the adjusted number of new multifamily housing units calculated in paragraph 7 
of this subsection by the average number ofpersons per occupied multifamily housing 
unit as calculated in accordance with the most recent census or other approved source of 
in formation. 

IO.  Add the product from paragraph 8 to the provider’s new single family population as of 
July I of theprevious year and add the product front paragraph 9 to theproviderS new 
multifamily population as of July I of the previous year. The sums are the provider’s new 
single family population and new multifamily population. 

11, Add the results from paragraphs 5 and IO. The sum is the provider’s service area 
population for the calendar year. 

TABLE 5-103.A 
EXISTING RESIDENTIAL AND NON-RESIDENTIAL GPCD COMPONENTS 

PINAL ACTIVE MANAGEMENT AREA 

E. Exclusion of Deliveries of Central Arizona Project Water from Total GPCD Requirement 

1. Exclusion 

A large municipalprovider may apply to the director to have CAP water delivered by the 
provider to a non-residential customer excludedfrom the provider’s total water use when 
determining the provider’s compliance with its total GPCD requirement as established 
pursuant to subsection B of this section. The director shall grant a one time exclusion for 
a period not to exceed ten years if the director finds that all of the following apply: 

a. The provider will ultimately serve direct use effruent to the non-residential customer 
from a wastewater treatmerit plant that is either in existence or planned for 
construction; the provider will begin replacing the deliveries of CAP water with 
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. 

direct use efluent as soon as direct use efluent becomes availuble for delivery to the 
non-residential customer from the treatment facility; and the provider will completely 
replace the deliveries of CAP water with direct use efluent within a reasonable 
period of time, not to exceed ten years. 

b. 

C. 

d. 

e. 

J: 

The CAP water that the provider will deliver to the non-residential customer cannot 
be delivered through the provider 'spotable water distribution system to any of its 
customers located outside the boundaries of a water users association, as dejned in 
A.R.S. $10-140, because of treatment facility or distribution system limitations, and 
the providers CAP water treatment facilities and potable water distribution system 
have a reasonable level of capacity. 

Granting the exclusion will result in the non-residential customer receiving effluent 
sooner than it would if the exclusion is not granted, and the effluent that the non- 
residential customer will receive as a result of the exclusion would not otherwise be 
put to a direct beneficial use by the provider. 

Neither the Non-Per Capita Conservation Program described in section 5-104 of this 
chapter nor the Alternative Conservation Program described in section 5-105 of this 
chapter are currently an appropriate conservation program for the provider. 

If the non-residential customer is a turfrelated facility. a large-scale cooling facility, 
or a publicly owned right-of-way, the customer will be required to comply with 
conservation requirements during the duration of the exclusion identical to the 
conservation requirements which would apply to the customer under section 5-1 12 of 
this chapter if the customer was using groundwater. 

rfthe CAP water that the provider will deliver to the non-residential customer is to be 
recovered by the provider pursuant to a recovery well permit issued under Title 45, 
Chapter 3.1, Arizona Revised Statutes, the provider is unable to deliver CAP water to 
the customer exceptfiom a recovery well. 

2. Duration of Exclusion 

The duration of any exclusion granted pursuant to paragraph I of this subsection shall be 
determined by the director at the time the exclusion is granted and shall not exceed ten 
years. Afier the exclusion has become effective, the director may at any time rescind the 
exclusion, or reduce the amount of the exclusion as determined pursuant to paragraph 3 
of this subsection, ythe director determines that one of the following applies: 

a. The large municipal provider is not delivering all available direct use efluent or 
efluent recovered within the area of impact to the non-residential customer. 

The large municipalprovider will not entirely replace the deliveries of CAP water 
with direct use efluent by the date determined by the director to be reasonable at the 
time the exclusion was granted. 

b. 

c. The large municipal provider's CAP water treatment facilities or potable water 
distribution system no longer have a reasonable level of capacity. 

I 
I 
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3. Amount of Exclusion 

During the duration of any exclusion grantedpursuant to paragraph 1 of this subsection, 
the amount of CAP water that shall be excluded from the large municipal provider’s total 
water usage in any calendar year shall be calculated as follows: 

a. Determine the amount of CAP water delivered by theprovider to the non-residential 
customer during the calendar year and then subtract from that amount any amount of 
water used by the non-residential customer during the year in excess of the 
conservation requirements applicable to such use as set forth in section 5-1 12 of this 
chapter. 

b. The amount of CAP water that shall be excludedfiom the provider’s total water use 
during the calendar year shall be the volume from subparagraph a above, but not to 
exceed the lesser of the following: 

1) The amount of direct use efluent that will be available for delivery by the 
provider to the non-residential customer during the last year of the exclusion, as 
determined by the director at the time the exclusion is granted. 

2) The amount of groundwater that would have been used by the non-residential 
customer during the year f t h e  provider had not served CAP water to the 
customer, as determined by the director. 

4. Agreement by Non-Residential Customer Not to Use Groundwater; Exception 

An exclusion grantedpursuant to paragraph I of this subsection shall not become 
effective until the non-residential customer agrees in writing that it will not use 
groundwater from a source other than the large municipal provider during the duration 
of the exclusion, except during any temporary period in which the provider is unable to 
deliver a suflcient quantity of water to the customer because of distribution system failure 
or other emergency, and provided that the customer applies to the director in writing for 
permission to use the groundwater within seven days after commencement of the 
provider’s distribution system failure or other emergency and the director approves the 
application in writing. 

5. Deliveries of Groundwater by Large Municipal Provider to Non-Residential Customer 
Included in GPCD Requirement: Exception 

During the duration of any exclusion granted pursuant to paragraph 1 of this subsection, 
any groundwater delivered by the large municipal provider to the non-residential 
customer shall be included in determining the provider S compliance with its GPCD 
requirement, except for groundwater delivered by the provider to the non-residential 
customer during any temporary period, not to exceed 30 days, in which the provider is 
unable to deliver a suffient quantity of CAP water or direct use efluent to the customer 
because of distribution system failure or other emergency, and provided that the provider 
applies to the director in writing for an exclusion of such groundwater from its GPCD 
requirement within seven days after commencement of the distribution system failure or 
other emergency and the director approves the application in writing for a specified 
period of time. 

Pinal AMA 5-35 



4 



I 
I 
C 

4) Major Plant In Service 
Inventory 



Arizona Water Company 

300 
300 

I Company System: Casa Grande I Test Year Ended: 2003 

1,000 1,000 18 8 1993 
1.200 1.062 18 8 1995 

ADW RI D 
N umber* 

~ 

200 
100 

55-61 6595 
55-51 3443 

440 1,110 18 4 1998 
150 I .IO0 16 6 1970 

55-6 1 6601 

Name or Description Capacity (gpm) 

55-6 1 6603 

Gallons Purchased or 
Obtained (in thousands) 

55-61 6604 

Horsepower 
20 

55-5223 1 9 
55-540306 
55-5467 1 9 

Quantity 
1 

55-560803 
55-568553 
55-6 1 6588 
55-571 205 

40 
150 

WATER COMPANY PLANT DESCRIPTION 

WELLS 

4 
3 

300 I 1,400 I 1,240 I 18 I 10 I 1997 

I I 

125 I 480 I 1,060 I 18 I I 0 1  1999 
I I I I I 

BOOSTER PUMPS 

25 I 7 
I 30 I 1 

I I 

I FIRE HYDRANTS 

I Quantity Standard 1 Quantity Other 
1,114 

I I 

1 C \DOCUMENTS AND SETTINGS\SHUBBARDVOCL SElTINGS\TEMPORARY INTERNET FILESU)LK493\WATER COMPANY PLANT DESCRIPTION ~ CG DOC 
MW KD IO9 20 I 8/18/04 



Arizona Water Company 

1 STORAGE TANKS 

I 
'I 
I 
I 
1 
I 

I 

PRESSURE TANKS 

I 
I 
I 
1 
I 
I 
I 
I 
I 

Capacity 

Company System: Casa Grande I Test Year Ended: 2003 

Quantity Capacity 
2.000.000 

Quantity 
1 

I 5,000,000 1 2 
I 

(in inches) 
2 

I 1,000,000 I 11 

Material (in Get) 
GS . CA. PVC 42.556 

I 115,000 1 11 

~ 

3 
4 
5 

100,000 1 
650.000 1 

, ,  

CA 231570 
CI,CA,DI 256,584 

35,000 I 11 

1 
1 %  

I 110,000 I I I  

62 1 
- 

6 
8 

I 3.000 I 11 

CI,CA,DI 1,086,260 
CI .CA.DI 277.290 

WATER COMPANY PLANT DESCRIPTION 

2 
Corn#. 3 

MAINS 

268 
22 

CUSTOMER METERS 

- 

10 
12 
14 

, ,  

CA 18i061 
CA,DI 366,365 
CA 1.265 . .  

16 
20 
24 
36 

-. . 

CA,DI 66,862 
CA 1,020 
CA, C LC , D I 39,911 
CLC 1.585 

Comp. 6 
Turbo 6 

15 
1 

Size 

I8 x % 13.669 

Comp. 8 1 

For the following three items, please list the utility owned assets in each category. 

TREATMENT EQUIPMENT: 
1 1  - Chlorinators, 1 I-Sodium Hexametaphosphate 

C:\DOCUMENTS AND SETrlNGS\SHUBBARD\LOCAL SElTINGS\TEMPORARY INTERNET FILES\OLK493\WATER COMPANY PLANT DESCRIPTION - CG.DOC 
MW:KD I 09 :ZO I8/18/04 2 



Arizona Water Company 

3 Tapping Machines 1 Generator 
R Welders 2 Cut-Off Saws 

I Company System: Casa Grande I Test Year Ended: 2003 

1 Turbidity Test Kit 
1 De-Chlorine Defuser 

STRUCTURES: 

3 Tapping Machines 1 Generator 
3 Welders 2 Cut-Off Saws 
2 Cutting Torches 1 Concrete Saw 
13 Pipe Locators 3 Compactors 
4 Sump Pumps 1 Pressure Washer 
1 Accupunch 1 Power Valve Operator 
1 Truck Mounted Crane 2 Utility Trailers 
1 Boring Machine I Pressure Test Kit 

40' x 50' Office Building; 40' x 100' Warehouse; 15' x 25' Storage Building; I O '  x 30' Storage 
Building; 8' x 20' Storage Building; 8' x 20' Storage Building; 24' x 24' Pump House 

1 Turbidity Test Kit 
1 De-Chlorine Defuser 
1 Geophone 
2 Trench Shoring Equipment 
1 Measuring Wheel 
1 Sand Blaster 
2 Blowers 

OTHER: 

C \DOCUMENTS AND SETrINGS\SHUBBARD\LOCAL SETrINGS\TEMPORARY INTERNET FILESOLK493WATER COMPANY PLANT DESCRIPTION - CG DOC 
MW KO IO9 20 I W I W 4  3 



I 

ADWRID Pump 
Number* Horsepower 

I Company Name: Tierra Grande I Test Year Ended: 2003 1 

Pump Casing 
Yield Depth 

WATER COMPANY PLANT DESCRIPTION 

55-61 6683 
(gpm) (feet) 

75 445 NIA 

I 
I 

55-801 030 25 106 NIA 2 

Casing 
Diameter 

NIA 

(inches) 
20 

Gallons Purchased or 
, 

Name or Description Capacity (gp m) Obtained (in thousands) 

NIA 

Horsepower 

*Arizona Department of Water Resources Identification Number 

Quantity 

Drilled 

10 
15 

1 
1 

I 

Capacity Quantity Capacity 
5.000 

Quantity 
2 

50 I 1 

10,000 
250,000 

r STORAGE TANKS I 

1 
1 

FIRE HYDRANTS 1 
I OuantitvStandard I OuantitvOther I 
I 8 1  I 

I PRESSURE TANKS I 

N !2003-RATE-CASEWDDlTlONAL FILING REQUIREMENTSPLANT INVENTORMWATER COMPANY PLANT DESCRIPTDN - TIERRAGRANDE DOC 
MW KD I 11 02 I8HBM4 1 



I 
I 
I 
I i Size 

I Company Name: Tierra Grande I Test Year Ended: 2003 1 

I Length 

WATER COMPANY PLANT DESCRIPTION 

4 
c 

CA 1,370 

I (in inches) I Material I (in feet) 

1 %  
2 2 

J 

6 
8 

I 10 I I 

CA,DI 19,600 
CA,DI 18,470 

~ 

12 
I I 

Comp. 3 
Turbo 3 

CUSTOMER METERS 

1 

Size 
in inches Quantit 

Turbo 6 I 

For the following three items, please list the utility owned assets in each category. 

TREATMENT EQUIPMENT: 
1 - Chlorinator 

- 

STRUCTURES: 

OTHER: 

N \2003-RATE-CA.SEv\oOlTlONAL FILING REQUIREMENTSPLANT INVENTORYIWATER COMPANY PLANT DESCRIPTION - TIERRA GRANDE DOC 
MW KD 1 11 02 18/16/04 



Arizona Water Company 

Name or Description 

I 
I 

Gallons Purchased or 
Obtained (in thousands) Capacity (gp m) 

II 
I 

Quantity Standard 
12 

I 
I 
I 
1 
1 
I 
I 
I 
I 

Quantity Other 

II 
I 
I 
I 

Horsepower 

I Company System: Stanfield I Test Year Ended: 2003 

Quantity 

WATER COMPANY PLANT DESCRIPTION 

10 
20 

WELLS 

I I I I I I 

*Arizona Department of Water Resources Identification Number 

2 
2 

OTHER WATER SOURCES 

Capacity 
100,000 
20,000 

Quantity 
1 
1 

I I 

5,000 
6,000 

I I I I 

1 
1 

BOOSTER PUMPS 

16,000 1 

, 
I I 

STORAGE TANKS 

FIRE HYDRANTS 

PRESSURE TANKS 

1 K\WATER COMPANY PLANT DESCRIPTIONS\WATER COMPANY PLANT DESCRIPTION - STDOC 
MWKD I O O : 4 8  16/17/04 



I 
I 
I 

(in inches) 
2 

Arizona Water Company 

Material (in Get) 
PVC 420 

I Company Name: Stanfield I Test Year Ended: 2003 

(in inches) 
V R  x % 

WATER COMPANY PLANT DESCRIPTION 

Quantity 
208 

MAINS 

3 
4 

CUSTOMER METERS 

CA 7.680 

I Size I I Length 

% 
I 6 

5 
6 S.CA.DI 11.723 
8 
10 

2 
Comp. 3 

I 12 I I 

3 

I Size I 

I 11/21 

Turbo 3 
ComD. 4 
Turbo 4 

Coma 6 
Turbo 6 

For the following three items, please list the utility owned assets in each category. 

TREATMENT EQUIPMENT: 
2 - Chlorinators 

STRUCTURES: 
5' x 8' Water Salesman 

OTHER: 

K\WATER COMPANY PLANT DESCRlPTlONS\WATER COMPANY PLANT DESCRIPTION - STDOC 
MWKD IO8:uI 18/17/04 2 



I 

I 

Pump 
Horsepower 

I 
I 

Pump Casing Casing Meter Year 
Yield Depth Diameter Size Drilled 

I 
I 
I 
I 
I 

30 
60 

I 
I 

(gpm) (feet) (inches) (inches) 
175 N/A N/A 3 N/A 
575 N/A 12 4 1969 

Arizona Water Company 

20 66 N/A 
100 182 1,000 

I Company System: White Tank I Test Year Ended: 2003 

20 3 N/A 
12 4 2001 

Number* 

Name or Description Capacity (gp m) 
Interconnect w/AZ American 175 

I 
*Arkon: 

Gallons Purchased in Year 
2003 (in thousands) 

4,115 

WATER COMPANY PLANT DESCRIPTION 

Quantity Standard 
103 

Quantity Other Horsepower 
5 

Quantity 
2 

Capacity 

I I I I I 

Quantity 

I I I I I 
Department of Water Resources Identification Number 

Capacity 

OTHER WATER SOURCES 

Quantity 

BOOSTER PUMPS 

~~ ~ 

500,000 1 
50.000 1 

1,000 
5.000 

I 
40 I 2 

1 
1 

STORAGE TANKS 

100,000 
1 .ooo.ooo 

1 
1 

K:\WATER COMPANY PLANT DESCRIPTlONS\WATER COMPANY PLANT DESCRIPTION - WT.DOC 
MW:KD I08:48 IW17/04 

FIRE HYDRANTS 

PRESSURE TANKS 

1 



Arizona Water Company 

Size 
(in inches) Material 

2 GS, PVC 
3 
4 CAI DI 
5 

I 
I 
I 

Length 
(in feet) 

1,610 
0 

14,490 
0 I 

I 
I 
I 
I 
I 
I 
I 
I 

"8 x % 
% 

I 
I 
I 

1,319 

I Company System: White Tank I Test Year Ended: 2003 

- 

6 
8 

WATER COMPANY PLANT DESCRIPTION 

CA,DI 137,367 
CA. DI 69.647 Comp. 3 

Turbo 3 
2 

CUSTOMER METERS 
Size 

. .  
16 
20 

I (in inches) I Quantitv 

0 Comp. 6 
DI 380 Turbo 6 

1 Sump Pump 
1 Cutting Torch 
1 Truck Mounted Crane 
1 Pipe Locator 
1 Cut-Off Saw 
1 Air Compressor 

1 De-Chlorine Defuser 
1 Turbidity Test Kit 
1 Compactor 
1 Boring Machine 
1 Generator 

Comp. 4 
Turbo 4 

For the following three items, please list the utility owned assets in each category. 

TREATMENT EQUIPMENT: 
2 - Chlorinators 

STRUCTURES: 
20' x 20' OfficelWarehouse, 8' x 20' Storage Building 

K\WATER COMPANY PLANT DESCRIPTIONS\WATER COMPANY PLANT DESCRIPTION - WT.DOC 
MW:KO 108:48 16/17/04 2 



I 
I 
I 

Name or Description Capacity (gpm) 
Ajo Improvement 'Company 270 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Gallons Purchased in Year 
2003 (in thousands) 

57,201 

I 
I 
I 

CaDacitv 

Arizona Water Company 

Ouantitv 

Company System: Ajo I Test Year Ended: 2003 

WATER COMPANY PLANT DESCRIPTION 

WELLS 
ADWRID 
Number* Horsepower Yield i Casing 

Depth 
(feet) 

Diameter Size Drilled 

I I I 

*Arizona Department of Water Resources Identification Number 

OTHER WATER SOURCES 

BOOSTER PUMPS 

Quantity 

I 
I STORAGE TANKS I 

FIRE HYDRANTS 

I OuantitvStandard I Ouantitv Other I 
47 I 

PRESSURE TANKS 

K:\WATER COMPANY PLANT DESCRIPTIONS\WATER COMPANY PLANT DESCRIPTION ~ AO.DOC 
MW:KD I M:48 18/17/04 1 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

(in inches) 
% x % 

I 
I 
1 

Quantity 
647 

Arizona Water Company 

(in inches) 
2 

I Company System: Ajo I Test Year Ended: 2003 

Material (in feet) 
GS.CA 4.125 

WATER COMPANY PLANT DESCRIPTION 

~ 

3 
4 

MAINS 

CA 294 
CA.DI 44.654 

CUSTOMER METERS 

% 
1 

I Size I 1 Length I 

27 
~ 

5 
6 CA.DI 30.506 
a 
10 

CLC , c I ,CA 2,605 

1 Generator 
1 Sump Pump 
1 Sand Blaster 
2 Welders 
1 Pipe Cutter 
1 Cut-Off Saw 

14 
16 

1 Geophone 
1 Leak Detector 
1 Utility Trailer 
1 Weed Eater 
1 De-Chlorine Defuser 
1 Turbidity Test Kit 

I Size I 

I 11/21 

Com . 3  
Turbo 3 'f Comp. 4 
Turbo4 1 

For the following three items, please list the utility owned assets in each category. 

TREATMENT EQUIPMENT: 

STRUCTURES: 
30' x 30' Warehouse, I O '  x 26' Pump House 

OTHER: 
2 Tapping Machines I 3 Pipe Locators I 1 Dump Trailer 

2 K\WATER COMPANY PLANT OESCRIPTIONS\WATER COMPANY PLANT DESCRIPTION - AO.DOC 
MW.KD 108 48 16/17/04 



I 

ADWRID Pump Pump Casing Casing Meter 
Size N um be r* Horsepower Yield Depth Diameter 

(gpm) (feet) (inches) (inches) 
55-6 1 6606 200 1,070 1 ,I 00 20 10 
55-61 6608 200 1,350 470 20 10 
55-61 6609 200 1,370 980 20 12 
55-61 6687 30 230 542 8 4 
55-6 1 6686 30 240 N/A NIA None 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Year 
Drilled 

1956 
1961 
1978 
1971 
1930 

I 
I 
I 

Name or Description Capacity (gpm) 

Arizona Water Company 

Gallons Purchased or 
Obtained (in thousands) 

I Company System: Coolidge I Test Year Ended: 2003 

Horsepower 
125 

WATER COMPANY PLANT DESCRIPTION 

Quantity 
2 

Capacity 
15,000 

100,000 
500,000 

I I I I I I 

*Arizona Department of Water Resources Identification Number 

Quantity 
1 
1 
1 

1,000,000 
35,500 

I BOOSTER PUMPS I 

1 
1 

1 16,000 

, 
60 I 21 

1 

I 

10 I 1 

FIRE HYDRANTS 

I Quantity Standard I QuantityOther 1 
191 

STORAGE TANKS PRESSURE TANKS 

I 5,000 I 21 

KWVATER COMPANY PLANT DESCRlPTlONSWYATER COMPANY PLANT DESCRIPTION - CL.DOC 
MW:KD 108:48 I8117/04 1 



Arizona Water Company 

Size 
(in inches) Material 

2 GS,CA,PVC 
3 GS . CA. PVC 

I 
I 
I 

Length 
(in feet) 

11,250 
1.675 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

4 
K 

I Company System: Coolidge I Test Year Ended: 2003 1 

I ,  ~~ 

CI ,CA,PVC 961006 

WATER COMPANY PLANT DESCRIPTION 

- 

6 
8 

C I ,CA, PVC 158,902 
CA. PVC 24.397 Comp. 3 

Turbo 3 

I J I I 

2 

Comp. 4 
Turbo 4 

CA, PVC 36,889 

20 200 

5 

CUSTOMER METERS 
Size 

2 Welders 2 Chop Saws 
1 Boring Machine 2 Compactors 
2 Sump Pumps 3 Pipe Locators 
2 Utility Trailers 1 Coupling Pusher 
1 Sand Blaster 1 Power Valve Operator 
1 Air Compressor 1 Solution Balance Scale 
3 Lathes 1 Generator 
3 Tapping Machines 1 Drill Press 
2 Pipe Cutters 1 Blower 

I 

1 Lead Melting Furnace 

1 %  
2 42 

For the following three items, please list the utility owned assets in each category. 

TREATMENT EQUIPMENT: 
4 - Chlorinators 

STRUCTURES: 
30' x 40' Meter Shop; 20' x 20' Storage Building; 8' x 25' Storage Building; 
8' x 20' Storage Building 

K:\WATER COMPANY PLANT DESCRIPTIONSWYATER COMPANY PLANT DESCRIPTION - CLDOC 
MW:KD I08:48 16/17/04 2 



5 



5) Curtailment Tariff 
and 

Cross ConnectiodBackflow Tariff 



ARIZONA WATER COMPANY 
WESTERN GROUP RATE APPLICATION 

Appendix Item #4 

A copy of the Company’s curtailment tariff (Tariff No. CT-273) was filed June 24,2004 in 
Docket No. W-01445A-01-1012 with an effective date 30 days thereafter. 

The Company’s cross-connection control tariff (Tariff No. CC-258) has been in effect since 
November 26,199 1. 

N:U003-RATE-CASE!ADDlTlONAL FILING REOUIREMENTSAPPENDIX 4.DOC 
xxx:Mx 1 18:Oz I8129/04 
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